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- Dear Shareholders: | ;

Each year drafting ‘these letters | feel | must balance the tendency to ‘reflect on the past while at the |
‘ |
same time remain forward looking and visionary. As has been the case more recently, the prior year !

was another difficult one for Furniture Brands. This industry continues to experience junprecedented.

change. But to understand where we're going, one must appreciate from where we have come.

e
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As we all know, late lin the 1990’s, most domestic manufacturers, Furniture Brands included,

began to see an opportunity to have product made offshore at significantly lower cost.
|

|

We moved a‘s quickly as possible over the next few years to source product, close plants, and
1

improve value for the consumer. The rest of the industry moved as well — deflation surfaced

and margins contratl:ted.

By the end of the year 2006 we had closed 34 of our 57 doemestic manufacturing plants. In view

of the continued fast moving transition to sourced product, working capital implications became

apparent. In the year just ended, our inventory balance grew to an unacceptable level resulting

in our once strong free cash flow turning negative.
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As the enormous change on the manufacturing and sourcing side of the |r|1dustry was taking

shape, the retail side of the business saw no shortage of upheaval as well.

| I

|
In the same time period, a number of large, national furniture retailers closed their doors.
1

, , , , |

Discounters, wholesale clu‘bs and lifestyle retailers entered the furniture space and appealed to {
- ’ " 25 Nh ~

consumers in a completely different

e

way. Dominant regional retailers
expanded at the expense of
their small, mom-and-pop
competitors. Those with the

scale and sophistication to

source product directly did
so, often at the exclusion
of companies like

Furniture Brands.
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In short, Furniture Brands historically succeeded in a business model which is being rendered obsoleite

‘ ‘ !
by changes in our industry, many of which we initiated ourselves. This|is a difficult realization — but it

is a critical one because it will inform all our decisions from this point forward.

N ‘ {

Though it is not completely obvious from the outside, there is something important happening at

- Furniture Brands. In|this space last year | referred to a cultural change taking shape. Indeed it is, and

it is washing over the entire company. New leaders with different perspectives complement our
' |

|
:

- : , : , | :
existing furniture industry talent. A new level of cooperation exists between the Brands. And a new

level of performance:is expected.

We are engaged in extensive strategic discussions designed to better’align the company’s business
. : - | ] .

mode! with the changing dynamics of our industry. At the same time, t:hrough the year 2007, we

. | i . , | ;
will execute on tactical projects designed to improve the company’s near-term performance. !

|
|
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' For much of the coming year we will focus on SKU reduction and other working

; capital initiatives such as payment terms with suppliers and customers. We often

place too much emphasis on the top line by offering generous terms, unprofitable
promotions, and a proliferation of product SKUs. The effect

is lower margins and slow cash conversion. We will still

L
‘ {/ place high emphasis on growing revenues, but not at
the expense of earnings, the balance sheet or cash W
flow. Lastly we will bring our costs in line with our .
ﬁk\ . revenues to drive better earnings performance. |
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Regarding the specific Brands’ initiatives, Broyhill will continue to introduce competitive, value-driven

‘rketplace. Broyhill has also introduced a quick—shi[:;> program modeled after Lane’s

i ‘ |
regard to their 21-day lead times, and | expect this program will add to that momentum.
! !
|
H . ol . - . Fl . I
Lane’s responsibility will be to grow the business with their largest deialers — and on|the other side of
| !

| . . . | !
the customer spectrum, to ensure the profitability of their smaller accounts. Lane has had tremendous

| | | |

ck-ship program, which will likely be expanded this year to include more upholstéry

SKUs as well as the entire case goods line. Through the course of this expansion, the company must

keep a close eye on inventory as well as the profitability of the SKUs e:md participating customers.
| .
|
: | L . e
Thomasville has de‘voted much of its resources recently to researching the consumer, researching new
|

products, and researching new store formats. They have launched a handful of programs to simplify’

[, . . . L . A
the consumer’s education process and provide a more consistent shopping experience. Thomasville

launched a catalogue in the first part of the year and will air national advertising to complement

the mailings! These programs are designed to enhance the profitabiliity of the existing store base

and providea platform for further expansion.

products to the ma

own successful initiative. They have seen much success in their uphoI:stery line of late, particularly wifch

success with:its qui
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Our high-end companies, Henredon and Drexel Heritage, share much of their manufacturing
capacity, so eﬁiciengies will continue to be realized in this regard. These companies must work to
keep their products |dis’cinc'c from the competition and from each other. Henredon will continue

to build on the success of the new product introductions of last year. Drexel Heritage will continue
to build on their strategy, of customization and personal choice. And both will focus on further
developing their retail presence in stores and galleries.

!

Our other Brands continue to pursue strategies specific to the niche markets in which they
participate. Maitland-Smith, Hickory Chair, Pearson and Laneventure are models built around
efficient manufacturing and quick service, largely serving the design trade. Our promotional price
point company, Virginia Operations, is having success with its large discount customers and is doing
some cross-branding with Broyhill in the office furniture arena. And last, our commercial furniture
unit, HBF, is coming off a stellar year, buoyed by the strength of the commercial market and also

J

by terrific designs a:nd superior service.
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So while the Brands have their specific goals, as well as some broader initiatives to improve the

company’s performance, we are setting the stage for change far greatler than any welhave previously

considered. Hindsight has allowed us to fully appreciate what has hap!pened to our industry and to
| |

| . . '
our company, and while we do not yet have all the answers, we have a clear understanding of where:

we've been. The cultural change which | referred to earlier — new leaders, new cooperation and new
' |

L. L .

performance.expecltatlons — has brought about a new level of detern;unatlon to deliver on our

I
|
!
\
|
|
|
|
| :
|
|
i
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| am excited to initiate this change and | am proud to lead this
company. As always, | am grateful to our customers, our shareholders

and our employees for their support throughout the year.

|
Sincerely, }
W.G. (Mickey)l Hoflima\m
Chairman of the Beard and
Chief Executi ‘e Oﬁicér

furniture brands page 17




| |’

Board of Directors
I

Katherine Button Bell 23

Vice President and Chief Marketing Officer of

Emerson Electric Co. !
|

John T. Foy

President and Chief Operatln’g Officer of the Company

W.G. (Mickey) Holluman 1

Chairman of the Board and Chlef Executive

Officer of the Compa‘ny

John R. Jordan, Jr. 2.3

Retired, formerly Vice Chairman of PriceWaterhouse

. |
(now PrmewaterhouseTCoopers)

Lee M. Liberman 24 |

Chairman Emeritus of Lacled? Gas Company

[

Richard B. Loynd "*
President of Loynd C?pltal Management

Bob L. Martin 24

Independent Manageiment Consultant Retired President
and Chief Executive Offlcer of Wal-Mant International
(the international dnnsuon of Wal Mart Stores, Inc.)

Aubrey B. Patterson |

Chairman of the Board and Chief Executive Officer

of Bancorpsouth, Inc.!

I
Matthew E. Rubel 4|
Chief Executive Officjer and Fjresident
of Payless Shoesourcle, Inc. ’

|
Albert E. Suter % | ‘

Senior Advisor, Retired Vice Chairman and Chief Operating

Officer of Emersan E!ectric Co.

Committees of the Board
1 Executive Committlee J
2 Audit Committee

3 Executive Compenlsation and Stock Option Committee

4 Governance and Nominating Committee

{* indicates Committt:ee Chairman)

\
\
i
|
|
|

k™

1

I
'
|
i
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Board of Directors and Executive Officers
|

“W.G. {(Mickey) Hollimagw
Chairman of the Board and Chief Executive Officer

Executive Officers

Furniture Brands Intenjwational, Inc.
\
John T. Foy |
President and Chief Operatlng Officer

Furniture Brands InterPatlonaI, Inc.

Lynn Chip.operfieid !

Senior Vice-President and General Counsel

. r
Furniture Brands Inter'nanonal, Inc.

Denise L. Ramos

Senior Vice-President and Chief Financial Officer

. | .
Furniture Brands Interlnatlonal, Inc.

I
Mary Elizabeth Sweetman

Senior Vice-President of Human Resources

Furniture Brands International, Inc.

Steven W, Alstadt

Controller and Chief Accounting Officer

Furniture Brands Inter;national, Inc.
\

Jeffrey L. Cook |

President i

Broyhill Furniture Ind@stries, Inc.

: |

Nancy W. Webster :

Chief Executive Office;:or

Thomasville Furniture Industries, Inc.
|

C. Jeffrey Young |

Chief Executive Officér

HDM Furniture Industries

e ‘u‘..:m; ;




Investor Information

Corporate Offices Exchange Listing

101 South Hanley Road Common shares are listed on the

St. Louis, Missouri 63105-3493 New York Stock Exchange (trading symbol: FBN)

(314) 863-1100

www.furniturebrands.com Annual Meeting

Transfer Agent and Registrar for Common Stack The Annual Meeting of Shareholders will
be at 10:00 a.m. on Thursday, May 3, 2007

American Stock Transfer & Trust Company at the Corporate Offices.

59 Maiden Lane

New York, NY 10038 Independent Auditors

Contact us at:

1-800-937-5449 or www.amstock.com KPMG LLP

10 S. Breadway, Suite 900
St. Louis, Missouri 63102-1761
{314} 444-1400

The Chief Executwe Officer'and Chuef Financial Officer have certified in writing to the Securities and Exchange Commissicn
{SEC) as to the mtegnty of the Companys financial statements included in the Company's Annual Report on Form 10-K for
the fiscal year ended December 31 2006 filed with the SEC, and the effectiveness of the Company's disclosure controls and
procedures and |nternal control over financial reporting. The certifications are filed as Exhibit 31 to the said Form 10-K.

On June 2, 2006, the Chief Execuitwe Officer also certified to the New York Stock Exchange that he is not aware of any
violation by the Company of the New York Stock Exchange corporate governance listing standards.

Financial Highlights

Year Ended December 31, (In thousands, except per share, employee, and statistical data)

\ 2006 2005 2004 2003 2002
From continuing oberationsz
Net sales $2,418,175 $2,386,774 $2,447,430 $2.434,130 $2,458,836
Net earnings 55,055 61,436 91,5467 94,573 118,831

As a percentage|of net sajles 2.3% 2.6% 3.7% 3.9% 4.8%
Per Share of Common Stock (diluted):

Net earnings $ 1.13 3 1.18 $ 1.66 k3 1.48 $ 21
Dividends per share . Y 0.64 $ 0.60 $ 0.525 $ 0125 % —
Financial condition at year-end:

Working capital $ 752,618 $ 718,183 $ 711,115 $ 703,233 $ 652,095

Current ratio 5.0t01 44101 45t0 48t01 43to01

Total assets 1,558,203 1,582,224 1,587,759 1,578,259 1,567,402

Total long term debt 300,800 301,600 302,400 303,200 374,800

Shareholders’ equity $ 910,715 $ 903,952 $ 957,483 $ 966,902 $ 869,515
Average common Ishares (diluted) 48,753 52,104 55,220 56,256 56,387
Full-time employeés _ | 13,800 15,150 17,800 19,250 22,000
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Performance Graph

The following graph shows the cumulative total stockholder returns {assuming reinvestment of dividends) following assumed

investment of $100 i in shares of Common Stock that were outstanding on December 31, 2001. The indices shown below

|
are included for comparatave purposes only and do not necessarily reflect the Company’s opinion that such indices are an

appropriate measure lof the re||at|ve performance of the Common Stock.
|

|
$150 — | |
!
|
i

$125 — ]
- ' A/- . i :‘ "
| A/.\ |
- o— .
YR t ¢ | | ——.\
$50 |— | ! °
i |
! |
$25 — |
$0 I 1 I I 1 |
|
12/31/01 i , 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06
| |
. |
‘ | .
. !
‘ } 12/31/01  12/31/02  12/31/03  12/31/04  12/31/05  12/31/06
® Furniture Brands International Common Stock 100.00 74.48 92.07 | 80.28 73}72 55.22
B S &P 500 Index | | 100.00 76.63 96.85  |105.56 108!73 123.54
A Dow Jones Furnishings and Appliance Index  100.00 88.14 10599 111536 110178 108.73

|
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SECURIT[ES AND EXCHANGE COMMISSION '

WASH]NGTON D.C. 20549 -

ae ©i "FORMI0-K -~ -

1 . '

(Mark one) Y
X ANNUAL REPORT PURSUANT TO SECTION 13 OR 15 (D} OF THE SECURITIES EXCHANGE ACT OF 1934
For, the fiscal year ended December 31, 2006 or .

O TRANSITION REPORT PUR?UANT TO SECTION, 13 OR 15 (D) OF Tl-lE SECURITIES EXCHANGE ACI‘ OF 1934
. For the transition period from “to

B e Commission file number 1-91

Furniture Brands Internatlonal Inc.

A Exact Name of regrstrant as specd" ied in its charter)

S

43-0337683 .

Delaware *
other jurisdiction‘of . ‘ . . (I.R.S. Employer
r ; oration or organrzauon) . . Identification No.) .
Hanley Road, 5t. Louts, Missouri . ' '’ VS . 63105

dress of principal executrve offices) L (Zip Code)

(3 strant ] telephone number, mcludmg area code) .‘ L N €1 ) 863-1100
. SECURITIE‘% REG]STERED PURSUANT TO SECI‘ION 12(B) OF THE ACT:

o o Name of each exchangeon
"' 4" - Title of each class ' ! L which registered g
Common Stock—3$1.00 Stated Value New York Stock Exchange
wrth Preferred Stock Purchase Rights

SECURITIES REGISTERED PURSUANT TO SECTION 12(G) OF THE ACT:

None . .
(Title of Class) SRR S S

Indicate by check mark if the regrstrant is a well-known seasoned issuer as defined in Rule 405 of the
Securities Act. Yes [X] No O |

Indicate by.check mark if the reg:strant is not required'to f1]e reports pursuant to Section 13 or Sectron 15(d) of
the Act. Yes O No.(X . ‘

Indicate. by.check mark whether the regrstrant (IB‘ has frled all reports requrred 10 be t" led by Sectron 13 or
15(d) of the Securitics Exchange Act of 1934 during the precedmg 12 months and (2) has been subject to such
filing requirements fot the past 90 days. Yes 564 No O . R

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
heréin, and will not bé contained, toithe best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part 111 of this Form 10-K or any amendment to this Form 10-K &

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated
filer (as defined in Exchange Act Rule 12b-2). ‘ _— -

Large Accelerated Frler & _ Accelerated Filer O Non-Accelerated Filer El

:Indicate by check mark whether the reglstrant is a shell company (as def ned in rule 126-2 of the Exchange Act.).
'YesDNOIZI, .

The aggregate | market value of the votmg stock held by non-affi hates of the regrstrant as of June 30, 2006, was
approximately $998,009,000. -

Indicate the: number.of sharcs outstandrng of each of the regrstrant s classes of common stock as of the Iatest
practicable date. e oy o e

S 48336252sharesasofJanuary31 2007 .. .
.+ .., . DOCUMENTS INCORPORATED BY.REFERENCE - .

Portions of Definitive Proxy Statement for Annual Meeting
of Stockhelders on May 3, 2007 , i Part 111

2

|
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.PART I~ - ' o ' A R
Item1. Business
(a) General Development of Business . CA

On April 12, 2006 the Company announced Jeff Young would replace Seamus Bateson as interim
President of Maitland-Smith Furniture Industries, Inc a sub51d1ary of the Company, effective Aprrl 21
2006. ~ : _ .

On May 2, 2006, Thomasville Furniture Industries, Inc.,’a subsidiary of the Company, announced the
closmg of a case goods manufacturing facility located in Thomasvnlle North Carolina, -

On June 2, 2006, the Company announced the resignation of Dona_ld E. Lasater from its Board of
" Directors effective May 27, 2006. ‘

[

On June 12, 2006, Broyhlll Furmture Industrles Inc: a subsrdlary of the Company, announced the o
closing of a case goods manufacturing facility located in Lenoir, North Carolma oL e .

4

On June 26, 2006, thie Company announced the resignation of Harvey N. Doridero as President and "
Chief Executive Officer 6f Broyhill Furniture Industries, Inc., a subsidiary of the Compariy. The Company
also announced John T. Foy, President and Chief Operating Ofﬁcer of Furniture Brands T et e

Yt

International, Inc. would oversee day-to-day operations of Broyhill on an interim basis. N

-

On August 21, 2006, the Company announced the appointment of Larry Mllan as Presrdent of
Maitland-Smith Furniture Industries, Inc., a subsidiary of the Company.

On October 26, 2006, the Company announced the election of Matthew E. Rubel to serve on lts
Board of Directors. " - . : . S S

On December 4, 2006, Broyhill Furniture Industries, Inc., a submdnary of the Company, announced
the closing of a case goods manufacturmg facrlrty located in Lenoir; North Carolina.

(c) Narrative Description of Business
. M ' L o . i § . JJ'VE..l- .
BRANDS AND PRODUCTS ' P
Furniture Brands is one of the largest residential furniture companies in the United States. We-
market our products through four operating subsidiaries: Broyhill Furniture Industries, Inc.; Lane
Furniture Industrles Inc; Thomasvnlle Furniture Industries, Inc and HDM Furmture Industries, Inc.™

St gy

Through these four subsrdlanes we design, manufacture source, market and distribute {iy case goods
consisting of bedroom, dining room and living room furniture, (ii} stationary upholstery products,
_ consisting of sofas, loveseats, sectionals and chairs, (iii) occasional furniture; consisting of wood, metal and
‘glass tables, accent pieces, home entertainment centers and home office furniture, (iv) recliners, motion «
- furniture and sleep sofas, and (v) decorative accessories and accent pieces. _Our brand names are featured
in nearly every price and product category in the residential furniture industry. - - ne

Each Brand designs, manufactures, sources and markets home furnishings, targeting a specrfrc
segment of the market'in terms of style and price point; however, some overlap exists between the Brands
in terms of style and price point. Broyhlll has collections of mid-priced furniture, including both wood - : !
furniture and upholstered products, in a wide range of styles. Lane focuses primatily on mid-priced -
upholstered furniture, reclining chairs, motion furniture, and stationary upholstered furnitiire and mld-
priced wood furniture. Lané also markéts a premium-priced indoor/outdoor line of Wicker, tattdn, "+
bamboo, exposed aluminum and teak furniture under the Laneventure brand. Thomasville has both wood
furniture and upholstered products in the mid- to upper-price ranges. The Thomasville subsidiary also
includes Virginia Operations, a manifacturer ‘and marketer of promotional-priced case goods and RTA

oy - . .o
Y LI ! '




{ready-to-assemble) furniture; and HBF, a contract, office furniture and textile business in the mid- to
upper-price range. HDM consists of three primary operating subsidiaries under one organizational
structure: Henredon Furniture Industries, Inc., Drexel Heritage Furniture Industries, Inc. and Maitland-
Smith Furniture Industries, Inc. Henredon specializes in both wood furniture and upholstered products in
-the premium-price category, with licensing arrangements with the Ralph Lauren Home Collection and
Barbara Barry Realized by Henredon. Drexel Heritage has a “tri-branding” strategy, marketing both'case
goods and upholstered furniture under the three distinct brands of Heritage, Drexel and dh, in categories
ranging from mid- to premium-price. Drexel Heritage also has an upscale line of upholstery and case goods
under the Lillian August brand. Maitland-Smith designs-and manufactures premium hand crafted, antique-
inspired furniture, accessories and lighting, utilizing a wide range of unique materials: Maitland-Smith
markets under both the Maitland- Smlth and LaBarge brand names. Also included in the HDM subsidiary
is Hickory Chair a premium- pnced brand of wood and upholstered furniture, offermg traditional and
modern styles; and Pearson, which offers contemporary and traditional styles of fmely tallored upholstered
furniture in the premmm prtce category

Lt ' v otwer A I T

DISTRIBUTION '

.- Our.breadth of product and national scope of distribution enable us.to service retailers ranging in size
from small, independently-owned furniture stores to national and regional départment stores and chains.
The tesidential furniture retail industry has consolidated in recent years, displacing many small local and
regional furniture retailers with larger chains and specialty stores. This consolidation has made access to
distribution channels more difficult, and we believe our relatwe s1ze and the strength of our brand names
offers us an important competltwe advantage

We have a three-tiered approach to our distribution efforts Our pnmary avenue of drstrlbutlon
continues to be through a diverse network of independently owned, full-line furniture retailers. Although a
number of these retailers have been dlsplaced in recent years, this network remains an important part of
our distribution base.. S : " W

At the same time, as the second clement of our retail approach, we have developed dedicated
distribution channels by expanding our gallery programs. In this approdch, one sed primarily though not
exclusively by Broyhill and Lane, retailers employ a consistent concept where products are displayed in
complete and fully accessorized room settings instead of as individual pieces. This presentation format
encourages consumiers 10 pu1chase an entire room of furniture instead of individual pieces from different.
manufacturers. Each of our Brands offers services to retailers to support their marketing efforts, 1ncludmg
~ coordinated nanonal advertising; merehandlsmg and dlsplay programs and dealer training.

Lastly, we have further developed our dedicated distribution channels with an expanding network of
single-brand retail stores, such as Thomasville Home Furnishings Stores and Drexel Heritage Home - ...
Inspiration Stores, and, to a lesser extent, Lane-Homé Furnishing Stores, Broyhill Home Collections '
Stores, and Henredon Stores. These stores are primarily dealer-owned retail locations that exclusively
feature a single brand. We believe distributing our products through dedicated, single-brand stores
strengthens brand awareness, provides well-informed and focused sales personnel and encourages the
purchase of multlple items per visit. While most of these stores are mdependently—owned as of the end of
2006 we ovined and operated 21 of these single- brand stores and 6 desngner showrooms (In the first two
months of 2007 we have acqtured 18 additional stores) We beheve this ownershlp brings us closer to the
consumer; gives us greater line of sight into developing tastes and trends in' the marketplace and helps us
better understand the challenges facmg the independent retallers with whom we do the’ bulk of our

business. - | : : : Yol

Our strategy of targetmg these diverse distribution channels IS supported by dedlcated sales forces
covering each of these dlstnbutlon channels. We also continue 1o explore opportunities to expand

1
1




international sales and to distribute through non- trad1t10nal channels such as wholesale clubs cataIOg
retailers, and the Internet.- oy - . C . B3

+

" Trade showrooms are located'in Thomasvnlle and ngh Point, North Carolina; Atlanta, Georgia;
Chtcago Illm01s Las Vegas Nevada and Tupelo M155|ss1pp1

. o a - I

MANUFACTURING AND SOURCING 3 R

- There has been a significant change in recent years in the manner by which we brmg products to :
market. Where we have traditionally been-a domestic furniture manufacturer, we have shifted to a blended
strategy, mixing domestic production with products sourced from offshore. . L I

We operate 27 manufacturmg facilities, located in North Carolma Mississippi, Vlrgmla the
Philippines and Indonesia. Broyhlll operates three case goods and upholstery production facilities totaling
approximately 1.1 million square feet, all located in North Carolina. Virginia Operations (a subsndlary of
Thomasville) operates two case goods facilities totaling approximately 1.0 million square feet, both located
in Virginia. Lane operates seven upholstery production and component facilities in Mississippi and North
Carolina totaling approximately 3.2 million square feet. Thomasville operates six case goods and )
upholstery production facilities located in North Carolina, totaling approximately 2.0 million square feet.
HDM operates nine case.goods and upholstery production facilities encompassing appro:nmately
3.0 million square feet located in.North Carolina, the Philippines and Indonesia.

Ani mcreasmg percentage of our “products are beinig sourced from manufacturers located offshore,
primarily in China, the Philippines, Indonesia, and Vietnam. We design and engineer these products and
we have them manufactured to our specifications by independent offshore manufacturers. ‘We have
informal strategic alliances with several of the larger foreign manufacturers whereby we have the ability to
purchase; on a coordinated basis, a significant portion of the foreign manufacturers’ capacity, subject to -
guality control and delivery standards. Two of these manufacturers represented 21%: and 19% of 1mported
product during 2006 and three other manufacturers represented in excess of 5% each. . -

We have an agreement with Outlook. Intemanonal Ltd. (doing business as Furniture Brands Import
Services Organization), an 1ndependently-owned company that provides sourcing assistance, product
quality control and other 1mport -related semces for us in the Far East.

RAW MATERIALS AND SUPPLIERS : .- g : : S

The raw materials used in manufacturing our products include lumber, veneers, plywood, fiberboard,
particleboard, steel paper, hardware, adhesives; finishing materials, glass mirrored glass, fabrics, leathers,
‘metals, stone, synthetics and upholstered filling material (such as synthetic fibers, foam padding and -
polyurethane cushioning). The various types of wood used in our products include cherry, nak, maple, -
pine, pecan, mahogany, alder, ash, poplar, and teak which are ‘purchased both domestically and abroad.
We purchase fabrics, leathers and other raw materials both domestically and abroad We believe our. -
supply sources for these materials are adequate. : ‘ _ T e

We have no long-term supply contracts and we have expenenced no s1gn1f1cant problems in supplylng
our operatlons Although we have strateglcally selected our suppliers of raw materials, we believe ‘there are
a number of other sources available, contrlbutmg to our ability to obtain competitive pricing. Prices B
fluctuate over timé depending upon factors'such as supply, demand and weather Increases in pr1ces may
have a'short-term lmpact on our profit margms s

Fl

We purchase the majority of raw materials for promotlonal and RTA produets domesttcally, although
we purchase paper and certain hardware abroad. We believe our proximity to and relationship with
suppliers is advantageous for the sourcing of such materials. In addition, by eombmmg the purchase of




}

various raw materials (such as foam cartons, springs and fabric) and services, we have been able to realize
cost savings.

b . . R ()
. . . .

MARKETING AND ADVERT[SING

We use advertlsmg to increase consumer awareness of our brand names-and motivate purchases of
our products. OQur advertising is targeted to specific consumer segments through national and regional
television as well as leading shelter and other popular magazines such as Better Homes and Gardens, -
House Beautiful and Architectural Digest. Each of our Brands uses focused advertising in major markets
to create buying urgency around specific sale events and to provide dealer location information, enabling
retailers to be listed jointly in .]dvertlsements for maximum advertising efficiency and shared costs. Each of
our Brands seeks to increase consumer buying and strengthen relationships with retailers through
cooperative advertlsmg and selective promotional programs, and focuses its marketmg efforts on prlme
potential customers utlllzmg information from databases and from callers to each Brand’s toll-free *
telephone number. Each of our Brands maintains consumer web sites to promote ‘their products and drive
consumers to retail stores. ' . o ! R

' ¢ ' cak

USESOF'CASH oo ,'- D T A

Our preferred use of free cash is remvestment in the business. In Tecent years, as free cash has
exceeded thé needs of funding the busmess we have instituted a dividend payment and we have been
repurchasing our Common Stock. Going forward we ‘expect to continue to pay dlvrdends and to consider

the repurchase of otir Common Stock as free cash is-available. . . o

MANAGEMENT AND EMpLOY'EEs

As of December 31, 2006, we employed approximately 13,800 full time employees None ofour
employees are represented’ by a umon . . '

During 2005 and 2006, we made a number of changes to our senior management team, attractmg
talent from outside the furniture industry to further strengthen our organization, to introduce new ideas,
new cultures and new attitudes, and to help us both reflect and understand our consumer base. We are also
establishing a more comprehenswe management development program w:thm the Company to help
develop’our future leaders. e . g

Through regular interaction, sharing of best practices, and cooperative' efforts to reduce costs and
drive value, our senior leadership team across all of our Brands operates as a single unit. Qur goal is to
gain the full leverage of our size, while at the same time retammg the entreprencurial spmt vital to the
success of our Brands. ' ’ ro S :

i ! . : L , ‘ . ot

ENVIRONMLNTAL MA’ITERS e BT : g )

We are subject to a wide range of federal, state and local laws and regulations relatmg to protection of
the environment, worker health and safety and the emission, discharge, storage, treatment and disposal of
hazardous materlals These laws include the Clean Air Act of 1970, as amended, the Résource
Conservation and Recovery Act, the Federal Water Pollution Control Act and the Comprehenswe
Environmental, Response, Compensation and Liability Act (“Superfund”). Certain of our operations use
glues and coating materials that contain chemicals that are considered hazardous under various . :

- environmental laws. Accordingly/we closely'monitor environmental perforthance at all of our facilitics. We
believe we are in substantial compliance with all environmental‘laws. While we may be required to make
capital investments from time to time at some of our facilities to ensure compliance, we believe we will
continue to meet all applicable requrrements in a timely fashion and that the cost required to meet these
requirements will not materially affect our financial condition or our results of operations.




COMPETITION . - . - St TR S

The residential furniture industry is highly competitive. Our products compete against domestic
manufacturers, importers and foreign manufacturers entering the United States market; as well as
increased direct importing by some larger retailers. Our competitors include: Ashley Furniture
Industries, Inc.; La-Z-Boy Incorporated; Ethan Allen Interiors Inc. and many other home furnishings
retailers and manufacturers. The elements of competmon include price, style, quality, service and
marketing. w7 N N -

1
.
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BACKLOG o

The combined backlog of our operatrng companies as of December 31, 2006 was approximately
$248 rnrlhon compared to approx1mately $285 million as of Deceniber 31, 2005. Backlog consists of orders
believéd to be firm for Wthh a customer purchase order has been recewed ‘Since orders may be
rescheduled or cancel‘ed bdcklog does not necessan]y reflect future sales jevels.

TRA_DEMARKS AND TRADE NAMES

We utilize trademarks and trade names extensively to promote brand loyalty among consumers. We |
view such trademarks and tradenames as valuable assets and we aggressively protect our trademarks and
trade names by taking approprlate legal action against anyone who mfrmges upon'or mlsuses them.

Our principle trademarks and tradenames are: Broyhill, Larne, Laneventure, Thomasvrlle Henredon
Drexel Heritage, Maitland-Smith, Hickory Chair, Pearson, HBF, Founders Furniture, Vignettes, and
Creative Interiors. -

WORKING CAPITAL _ L ‘ R o
For information regardmg working capital items, see the dlscussmn of “F1nanc1al Discussion and
Liquidity—Liquidity” in Item 7, Management’s Dlscussmn and Analysrs of Flnanc1al Condition and
Results of Operatrons on Page 14

Item 1A. RlskFactors T R L

-

Our operating results are subject to quarterly and annual fluctuations asa result of a number of
factors Such factors are set forth below

1 - P “h v f .

An economic downtum could result i inda decrease in our sales and earnings.

i
The residential furniture 1nduslry 15 sub]ect to cycllcal variations in the general economy and to '
uncertainty regarding future economic prospects. Economic downturns could affect consumer spending
habits by decreasing the overall demand for home furnishings. Such events would also impact retailers, our
primary customers, resulting in a decrease in our sales and earnings. '

roe

Loss af market share due to compeution would result in a decrease in our future sales and earnings.

The residential furniture industry.is highly competitive and fragmented We compete with many other
manufacturers and retailers some of which offer widely-advertised, well-known, branded products, and
large retail furniture dealers who offer their own store-branded products. The highly competitive nature of
the industry means we are constantly subject to the risk of losing market share. As a result, we may not be
able to maintain or to raise the prices of our products in response to such inflationary pressures as
increasing costs. Also due to the large number of competitors and their wide range of product offerings, we
may not be able to differentiate our products (through styling, finish and other construction techniques)

4 . [
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* from those of our competitors. Large retail furniture dealers have the ablllty to obtain offshore sourcmg on

their own. ! . . R 1.

Failure to forecast demand or respond to changes in consumer tastes and fashron trends in a timely manner
could result in-a decrease in our future sales and eamnings. T g

Residential furniture is a hlghly styled product subject to fashion trends and geographlc consumer
tastes. Consumer tastes and fashion trends can change rapidly. If we are unable to anticipate or respond to
changes in consumer tastes and fashion trends in a timely manner or to otheiwise forecast demand- - ;
accurately, we may.lose sales and face excess inventory. (both raw materials and finished goods). Disposal
of excess inventory may result in a decrease in sales and earnings.,. .. .

b . e i, . L ot Lo

Fau’ure fo achieve our pro;ected mix of product sales could result in a decrease in our future sales and.earnings.

Some of our products are sold for a higher profit than other of our products. An'increase in the sales'
of our lower prof1t products at the expense of the sales of our hlgher profit products could result in a
decrease in our earnmgs' T _ SN .
' - 1 , T . N PO .
Business failures of large dealers and customers cauld result in a decrease in our future sales and earmings.

Although we have no customers who mdwtdually represent 10% or more, of our total annual sales, the
possibility of business fatlures of large customers could result in a decrease in our future sales and
earnings. Also, we are etther lessee on or guarantor of many leases of Company-brand stores operated by
independent fumxture dealers ‘Defaults by any of these dealers would result in our becomtng responsrble S
for payments under these leases thereby reducmg our future earnings. o

B
Distribution realignments and cost savmgs programs can resut’t in a decrease in our near-rerm sales and
eamings. '+ | e : K

At ‘times it. 1s necessary we dlscontmue certain relationships with customers (retailers) who do not
meet our growth and profltablhty standards. Until reallgnment is established, there can be a decrease in
near- -term sales and €arnings. We Icontmuully review relatlonshtps with ¢ our customers (retallers) and future
reallgnments are pOSSIble based upon such ongomg reviews. »

Manufactunng realrgnmems could result ina decrease in our near-term eammgs

.-
N

We continually review our doimesttc manufacturtng operatlons and offshore (lmport) sourcing
capabilities. Effécts of periodic manufactunng realignments and cost savings programs could result in a
decrease in our near-term earnings until the expected cost reductions are achieved. Such programs can .
include the consolidation and mtegratlon of facilities, functions, systems and procedures. Certain products
may also be shifted from domestic manufacturing to offshore sourcing. Such actions may not be
accomplished as quickly as annmpated and the expected cost reductions may not be achieved in full.

l .
Increased reliance on offshore .sourcmg of our products subject us to changes in local government regulations
and currency ﬂuctuanons which could result in a decrease in our eamnings. .. . ., -

- During recent years we have been increasing our offshore capabilities to provide flexibility in product
programs and pricing to meet competitive pressures. The mix of product lines has been moving from .
domestically manufactured to offshore sourced. Risks include changes in local government regulations and
policies,.including those related to tariffs and trade barriers, investments, taxation, exchange controls and
repatriation of earnings. Changes in the relative values of currencies could increase our.costs and decrease
our earnings: For example, in 2004 the U.S. Department of Commerce imposed tariffs on wooden
bedroom furniture coming into th‘e United States from China. In this case, none of the rates imposed were

) ‘
I
I
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of significant magmtude to. alter our import strategy in any meaningful way; however these tarlffs are
currently under review and could be increased.

Qur operations depend increasingly. on production facilities located outside the United States.which are subject
to increased risks of disrupted production which could cause delays in shipments, loss of customers and . -
decreases in sales and eammgs

. S fe !

We have placed more production in emergmg markets to capitalize.on market opportunmes and to-
minimize our costs. Qur international production operations could be disrupted by a natural disaster, labor
strike, war, political unrest, terrorist activity or public health concerns, particularly in emerging countries .-
that are not well-equipped to handle such occurrences. Qur production abroad may also be-more
susceptible to changes in laws and policies in host countries and economic and pelitical upheaval than our
domestic production. Any such disruption could cause-delays in shipments.of products the loss of -
customers and decreases in sales and eamlngs o ' .
Fluctuations in the pnce avadabtlzty and quahty of raw matertals could cause delay whtch cou[d result in a

decrease in our sales and increase costs which would result in a decrease in our eammgs

. Fluctuations in the price, availability and quality of the raw materials we use in manufacturing
residential furniture could have a negative effect on our cost of sales and ability to meet the demands of
our customers (retallers) Inabtllty to meet the demands of our customers could result in the loss of future,
sales. We use various types 'of wood, fabrrcs ]eathers glass upholstered filling material, steel, and other
raw materlals in manufacturmg furniture. The costs to manufacture furniture depend in part on the market
prices of the raw materials used to produce the furmture We may not be able to pass along to our
customers all or a portion of the costs of hlgher raw materials due to competltwe and marketmg pressures

We are sub]ect to litigation and enwronmental regulattons that could adversely impact our r salés and eamtngs,

We are, and may in the future be, a party to, legal proceedings and claims, including those involving
product liability and envrronmemal matters, some of which claim significant damages. We face the
business risk of exposure to product lrablllty clalms in the event that the use of any of our products 1 results
in personal injury or property damage. In the event any of our products prove to be defective, we may be
required to recall or redesign such products. We maintain insurance agaifst product liability clalms but
there can be no assurance such coverage will continue to be available on terms acceptable to us or such
coverage will be adequate for llabllltles actually incurred. We also are, and may in the future be, a party to
fegal proceedings and claims arising out of certain'dealér terminations as we-continue to re-examine and
realign our retail distribution strategy. Given the inherent uncertainty of litigation, we can offer no
assurance future litigation will not have a material adverse impact. We are also subject to various laws and
regulations relating to environmental protection and thé:discharge of materials into the environment and”
we could incur substantial costs as a result-of the noncompliance with or lrabrllty for cIeanup or other costs

or damages under envrronmental laws, - .o . P

Future dcquisitions and investments could result in ddutton to'our earnings'per share and a decrease in the ‘e
valuation of our Common Stock. *~~ v '+ - s At Cal

As part of our business strategy, we may make acqunsrtlons and investments-in businesses that offer
complementary products. Risks commonly encountered in’acquisitions include the possibility that we pay-
more than the acquired company or assets are worth, thé difficulty of assimilating the operatrons and
personnel of the acquired business; the potential disruption of our ongoing business and the distraction of
our management from ongoing business. Consideration paid for future acquisitiosis could be in the form of
cash or stock or a combination thereof. Dilution to existing stockholders and to earnings per share may
result in connection with any'such future acquisition. - ' -




Impairment of long-lived assets would result in a decrease in our earnings.

Accounting rules.require that long-lived assets be evaluated for impairment at least annually. We have
substantial long-lived assets 'consisting of goodwill and trademarks, which based-upon the outcome of such.
evaluations, could result in the write-down-of all or a portlon of these assets and,a eorrespondmg reduction
in our earnmgs and net worth, - AR T T T . ‘

i .
‘Certain antz-takeover provisions and preferred stock issuances could result in a decrease in a potential
acquirer’s valuation of our Common Stock.

Certain provisions of our Certificate of Incorporation could make it more difficult for a third party to
acquire control of us, even if such change int control would be beneficial to our stockholders. Also, our - ...
Certificate of Incorporation. allows us to issue preferred stock without stockholder approval Such
issuances could also make it more dlfflcult for a third party to acquire s

Chir growth strategy ihcludes the debelopment of new storeseach year. If we and our dealers are not able to open
new stores or effectively manage rhe growth of these stores, our ability to grow and our proﬁtabthty could be
. adversely affected.. - ! - iy e U

Our growth in part depends on our ability and the ability of our dealers to open and operate new
stores successfully. We and our dealers opened a net total of 4 stores in fiscal 2006. In fiscal 2007, we and
" our dealers plan to open a similar number of single brand stores and we antlcrpate further store openmgs
in subsequent years In addition, we have in the past and will. l1l(ely contmue to purchase or otherwise
assume operation of Company- brand stores from mdependent dealers Ourlab1llty and the ability of our
dealers to identify and open new stores in desirable locations and operate such stores profitably is a factor
m our ability to grow successfully! Increased demands on our operatlonal managerial and administrative
resources could cause us to operate our business less effecnvely, whlch in turn could cause deterroratlon in
oour profitability,. =+ ° ., '

T, v r |'| »

Loss of fundmg sources would adversely impact our business. . .

I

Access to fundmg through the financial markets is 1mportant to our busmess operations and if we are
unable o maintain such access we could experience an adverse effect on our business and financial results
Fallure to meet our frnanc:al covenants could adversely affect our access to the financial markets or
mcrease our fi nancmg costs Vv

! I R : :
- Though we are ¢urrently in compliance with the financial Covenants inour. revolvmg credit facrllty and
note-purchase agreement, the present outlook for business conditions indicates we will likely not be in- .
compliance as of March 31, 2007, As such we are- currently in negotiations with both lending groups to' . .*
amend the agreements to mclude less restrictive covenants. These negotiations could result in economic
concessions to the lending groups including increased costs, reduction in the size of the revo]vmg credrt
facrllty or other modifications to the terms and conditions of the agreements If these negotiations are’ o
unsuccessful and we are in default under the credit agreements, the lendmg groups have certain rlghts
: mcludmg the termrhatlon of eommltments and acceleration of prmcrpal and interest payments, The
successful completion of these negouatlons or the refmarlcmg of the cred1t agregments would be necessary

to meet our future hqtudlty rcqurrements

e mtymo g
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INTERNET ACCESS

Wb Tt ' A

Forms 10-K, 10-Q, 8-K and all amendments to those reports are available without charge through our
Internet web site as soon as reasonably practicable after electronically filed with, or furnished to, the
Securities & Exchange Comimission. Qur website can be accessed at www.furniturebiands.com. + v |
Information on our website does not constitute part of this Form 10-K.

Item 1B. Unresolved Staff Comments - -

'None.

Item 2. .

Properties " -

t

We own or lease the followirig principil plants, offices and distributicn centers:

Case goods plant

10

Floor Space

Division/Location vy Typeof Facility .- - * (sq.ftye .+ Owned or Leased
Furniture Brands: ) :

St. Louis, MO . Headquarters 32,978 ‘Leased
Broyhill: J ) o ' o .
Lenoir, NC Offices o 136,000 Owned
Lenoir, NC ~ ‘Case goods plant/distribution center 628,000 . . Owned
Lenoir, NC ~Upholstery plant/distribution center 262,878 - Owhed
Taylorsville, NC Upholstery plant/dlstrlbutlon center © 212,754 g Owned

. Rutherfordton, NC Distribution center . . 1,009,253 . “O'wned
Lenoir, NC =~ =~ Dlsmbutlon ¢enter ' 251,210 a Leased

. Lenoir, NC Disttibution center 205964 ' "Leased
Rialto, CA Distribution center 403,176 "' Léased
Lane ' ) . )
Tupelo, MS Offices/upholstery plant/distribution center.. - 715,951 Owned
Saltillo, MS Upholstery ptant/distribution center 830,200 Owned
Verona, MS Upholstery plant/distribution center 423,392 Owned
Pontotoc, MS Upholstery plant/distribution center 358,652 Owned
Wren, MS' Distribution center 494,813 Leased
High Point, NC Component plant 187,162 . Owned

" Conover, NC - ‘Upholstery plant - ¢+ 351,015 -Owned
Conover, NC Upholstery plant/dlstnbutnon center 347,500 Owned
Thomasville: ) ' ' ' ‘ "
Thomasville, NC Offices/showroom e 256,000 - QOwned
Thomasville, NC Case’ goods plant . 325 ,000 . Owned

" Lenoir, NC © Case goods plant/d1str1bunon center 828 000 Owned

.Troutman, NC Upholstery plant _ 238,200 . “Owned
Conover, NC Upholstery plant . - o 181,900 ‘Owned
Hickory, NC _Upholstery plant/distribution center o 209,800 " Leased
Thomasville, NC Distribution center 731,000 ~ Owned
Hickory, NC Case goods plant/upholstery plant/distribution :

i center 214,991 Owned
Rialto, CA Distribution center 300,000 Leased
Appomattox, VA Case goods plant/distribution center 829,800 Owned
Carysbrook, VA 189,000 Owned

j
[}
)
o
|
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' ; v Floor Space ', .
Division/Location- L Lt i v Type of Facility T ek .o (sqft) - .." Owned or Leased.

HDM: - 3 . i A T L .
HighPoint, NC° . Offices/showroom ' 100,000 .°.  Owned
High Point, NC - Uphol:l;tery plant . - 280,650 Owned
Morganton, NC -~ = ’:sttnbunon center-. . . . . el - 5138000 - * Owned
- Longview,NC "= =+~ . Upholstery plant:> . - ot 260,060, - Leased
Morganton, NC . - Case goods plant i <t . oot 874,506, -t Owned,
Mt. Airy, NC - Upholstery plant o 102,500 ..Owned
Hickory, NC = Case goods plant/upholstery plant/dxstnbutmn b 519,011 ~ Owned
: - center! .7, R L
-High Point, NC Upholstery plantfdlstrlbunon center 178,500 . Owned
Marion, NC E ! Distribution center - 400,000 " Leased
High Point, NC. 1 Off1ces|/dlstrlbutlon center:’ T erer 220,000+ ¢F Leased
Cebu, Philippines A - Case: goods plant . om0 L 418367 ot . Owned

‘Semarang,'lndonesia ’Plant/dlstrlbutlon center . - O e 1'16 413':'.' - "Leased

L S ey : neo

' The Tupelo MlSSlSSlppl facility is encumbered by'a mortgage and first’ hen securmg revenue bonds.

We believe our- properues are generally well maintained, suitable for our present operations and
adequate for current productton rieqmrements Productwe capacity and extent of utilization of our facilities -
are difficult to quantify with certainty because in any one facility maxnmum capacny and ut1hzat10n varies
periodically dependlng upon the product being manufactured, the degree of automation and the utilization
of the.laborforce mlthe faclhty In this context, we estimate the overall production capacity, in con]unctlon .
" with our: 1mport capabllltles s Sufﬁcnent to meet ant1c1pated or unant1c1pated demand. :

In 2001 we began lmplementlng a plan to reduce our 'domestic manufacturing capacity. As of
December 31, 2006, /this plan mch!lded thé closing, "consolidation or reconfiguration of 34 manufacturlng
facilities. Restructurlng act1v1ty mcluded the closing or the realignment of three mafufacturing facitities in*
2006, the closing of e;ght manufacturmg fac111t1es in 2005 and the closing of three manufactunng fac1l|t|es
in 2004. ‘ . LT e

| . '

Item 3. Legal Proceedmgs | o o :'z‘

* LR u’l .
R P ' 1

We are or ‘may become a defendant ina number of pending or threatened legal proceedlngs inthe - -
ordinary course "of business. In oul' opinion, our ultimate hablltty, if any; from all such proceedmgs isnot
reasonably likely to have a materlal adverse effect upon ‘our consohdated financial posmon or. results of
operations or those of our subsidiaries! . - - - o : CE P

" ' PP A REES v ooty
. We are also subject to reg,ulatton regardmg env1ronmental matters and arca party to certain actions
related thereto Forlmformatlon regardmg enwronmental matters see “Item 1 Busmess—En\nronmental
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Item 4. Submlssmn of Matters to a Vote of Secunty ‘Holders' - R A .
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PART IT"

"Item 5 . Market for the Reglstrant’s Common Equity, Related Stockholder Matters and Issuer

Purchases of Equity Securltles o !

. T 2
oo N

(a) Market Information _ ' .

L l Shares of oui Common Stock are traded on the New York Stock Exchange The reported hlgh i
- - and low sale prices for our Common Stock on the New York Stock Exchange are mcluded in Note 16
- to the consohdated fmancnal statements of the Company PR . o .

-'Holders S _‘ - "

e g ‘ -

moaL Lyt l

As of January 31 2007 there were approxrrnately 1,400 holders of record of Common Stock

" Dividends ,t o “", ' o Nl o ' e
R e R

w <« ‘We paid. d1v1dends at the rate of $0.16 per share per quarter during 2006. Additional mformatlon

. concerning dividends may be found in the following sections of this Form 10-K,'which are ; ' o

-incorporated into this Item 5. by reference: “Consolidated Statement of.Cash Flows” » “Consolidated
Statement of Shareholders’ Equity and Comprehensive Income,” and Note 16, “Quarterly F1nanc1al
' .Informatron (Unaudited)”, in Item 8. Financial Statements and Supplementary Data.

Eqmty Compensaticn Plan Information . ;- - , ! R o

The followmg table sets forth aggregate mformatlon regardmg the Company 8 equrty compensanon '

Tt

plans as of December 31 2006 e . : g

1 S a“-s'.'”-'«'!..--'.‘ Y, 4 .t . f '
B I e . Number, of securities
s Lo L S P : o o o f remammg ‘available for'
-, h + - Number of securities to -, . Weighted-average . ‘*.future issuance under +*
: be issued upon exercise exercise price of equlty compensation plans
. . I ; - of outstanding options, . outstandmg options, (ex_cludmg securities reflected
Plan Categm_'y . warranls and nghts warrants and rights "' in column (a))
. L an ., . '..; RETIEE T (ﬂ)r" P 1. T (b)i‘ 3 N i (c]
Equity compensation plans : - . - I AR e A
approved by security holders (1) fe 3 945 381 et $24:28- Cooe 761,576
Equity compensation plans not e { VP
approved by security holders . . .. — . = ‘ —
Total............ e 3,945,381 T $24.28 reoho 761576 o

(1) Includes the Company ] 1992 Stock Optlon Plan and 1999 Long Term Incentlve Plan Included i
co]umn (a) are 84,081 shares of restricted Common Stock that have been awarded and that vest over a
period from 1 to 17 years. These shares of restricted Common Stock were d1sregarded for purposes of

' computmg the werghted average exercise price 1n column (b)- |
. T ‘

‘.iAnnually, the Board of Dlrectors determrnes the amount of fees to be paid. to non- employee B
Directors, including an award of restricted shares of Company Common Stock, as described under . .
“Compensation of Board of Directors” in the 2007 Proxy Statement, hereby incorporated by reference.

T

I

These shares are purchased in open-market transacuons S e ' N

t 4 S L
Annially, Lane Furnlture Industries, Inc., a subrndtary of the Company, awards a limited number of
- shares of Company Common Stock to a few of its truck drivers as safety awards. 560 shares of the

Company’s Common Stock were 1ssued as safety awards in 2006 These shares are purchased in open- .
market transactions. :

r

12




‘ Information.regarding the 1992 Stock Option Plan and 1999 Long:Term Incentive Plan set forth in
Note 7 of Notes to Consolidated Financial Statements is hereby incorporated by r_eference.
(- oot ' P

‘(c) Repurchase of Equity Sccurities

On July 28, 2005 the Board of Dlrectors authorized the repurchase of $100 million of our common
stock over the next 12 month period. During 2006, 1,734,951 shares were purchased at a cost of $4O 1
millien.. The balance of the authorlzatlon explred on July 28, 2006. -

On January 26,.2006 the’ Board of D1rectors authorized the repurchase ‘of $50 million of Common o
Stock over the next 12 month perlod As of January 26, 2007 this authornzatlon expnred with no shares
havmg been purchased KA : -t T AR

i
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. Rem 6, - Selected'Fmancial Datja - ‘
""" FIVE-YEAR CONSOLIDATED FINANCIAL REVIEW '~

' ) i ) R B B K : P R
| . Year Ended December 31, : .
) 2006 2005 2004 2003 2002
S '] ¢ ] . . (Dollnrs in thousands except per share data) -t
i
H

Pon L

REYLER R

5o

éummary of operations:”. i o
1., $2,418,175 $2,386,774 $2 447, 430 $2 434, 130 $2,458,836

Net salos e P .
Gross, profit.......... Ceieeee.. 530035 539951 ."'579816 © 565336 587,352
Intérest expense .. ..., ... 0. L. 17,669 11,877 15514 T 19 384‘,_,'j 21,732
Eammgs before 1ncome tax e ', . C . S L .. a
eXpense ... .. L. 80,922 91,994 142,640 149,224 184,424
Income tax expénse ... ... ... .. 258677 30,558, 51 073 54,651 65,593
Net eammgs .......... ST L.. $ 55055 $ 61,436 " $ 91,567 'S 94,573 '$ 113 831
Per share of Common, Stock-—dllutcd o , e, ' .
Néi ¢ earnings 15 $ 113§ 118 $J 166§ _1,68‘ $ 2n
Dividends..........". s 8 064 8 060 $7 0525 § 0125 —
Welghted average commaon qharels— - L A Co
diluted (in thousands)... .../ 5 . - 48,753 ¢+ 52,104 - 55,220 - 56,256 + 56,387
Other, mformatron R Y o a ' . O
Workmgcapita] L. 8 752618 $ 718 183 ‘s. TIL115° §° 703,233 | $” 652,095
Property, plant and eqmpment net - 221 398 250,817 284,973 310,563 333,371
Capital expenditures .. ... .. . e 24,713 28,541 30,593 41,451 50,214
Total assets ....:............ . 1,558,203 1,582,224 1,587,759 1,578,259 1,567,402
Long-term'debt. .4 ......" ... 4. L. 300,800 | 301,600 - 302,400 303,200 374,800
‘Shareholders’ equity*.......... Lo $ 910715 § 903952 $ 957483 % 966902 °§ 869,515
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations
MANAGEMENT’S DISCUSSION AND ANALYSIS OF RESULTS OF
OPERATIONS AND FINANCIAL CONDITION

Overwew b - O B )
Furmture Brands 1s one of the largest resndentlal furniture compames in the United States. We .

market our products through four operating subsidiaries: Broyhill Furniture Industries, Inc.; Lane

Furniture Industrles Inc Thomaswlle Furniture Industrres Inc. and HDM Furnlture lndustrles Inc.

Through these four sub31dlar|cs we design, manufacture source, market and distribute (i) case goods
consisting of bedroom, dining room and living room furniture, (ii) stationary upholstery products, '
"consisting of sofas, loveseats, sectionals and chairs, (iii) occasional furniture, consisting of wood, metal and”
glass tables, accent pieces, home entertainment centers and home office furniture, (iv) recliners, motion
furniture and sleep sofas, and (v) decorative accessories and dccent pieces.

- Qur brand names includé Broyhill, Lane, Thomasville, Drexel Heritage, Henredon, Maltland Smith,
Lanevénture, HBF, Creative Interiors, Founders, Vignettes, Hickory Chair and Pearson. These brand
names cover nearly every price and product category in the residential furniture industry.

Our breadth of product and natlonal scope of distribution enable us to service retailers ranging in size
from small, mdependently—owned furniture stores to national and regional department stores and chams
The residential furniture retail industry has consolidated in recent years, displacing many small local and
regional furniture retailers with larger chains and specialty stores. This consolidation has made access to
distribution channels more dlfflcult and we believe our relative size and the strength of our brand names
offers us an important competmve advantage.

We have a three-tiered approach to our distribution efforts. Qur primary avenue of distribution
continues to be through a diverse network of independently owned, full-line furniture retailers. The second
element of our retail approach is dedlcated distribution channels in the form of gallery programs. In this
approach retailers employ a concept where products are displayed in complete and fully accessorized room
settings. This presentation format encourages consumers to purchase an entire room of furniture instead -
of individual pieces from different manufacturers. Lastly, we have further developed our dedicated
distribution channels with an expanding network of single-brand retail stores. These stores are primarily
dealer-owned retail locations that exclusively feature a smgle brand, such as Thomasville, Drexel Heritage,
Lane, Broyhill or Henredon. ‘We believe distributing our products through dedicated, single- -brand stores
strengthens brand awareness, provides well- 1nformed and focused sales personnel and encourages the
purchase of multlple items per visit.

There has been a significant change in recent years in the manner by which we bring products to
market. Where we have traditionally been a domestic furniture manufacturer, we have shifted to a blended
strategy, mixing domestic production with products sourced from offshore.

. We have closed or announced the closing of 34 domestic case goods and upholstery manufacturing
facilities since the start of 2001, though we still own and operate 25 such facilities, located in North
Carolina, Mississippi, and Virginia.

An increasing percentage of our products are being sourced from manufacturers located offshore,
- primarily in China, the Philippines, Indonesia, and Vietnam. We design and engineer these products, and
we have them manufactured to our specifications by independent offshore manufacturers. We also own
and operate 2 offshore manufacturing facilities located in the Philippines and Indonesia. :
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Income tax expense for 2006 totaled $25.8 million, producing an effective tax rate of 32.0% compared
with an effective tax rate of 33.2% for 2005. The decrease in the effective tax rate for 2006 was primarily
the result of a higher proportion of income subject to tax in lower rate foreign tax ]UI‘lSdlCthl’lS Asinthe |
past, the rate has been reduced by thé Federat Domestic Manufacturmg deductions enacted undef the ™
American Job Creations Act and federal and state income tax credits.

Earnings per common share on a'diluted basis were $1.13 in 2006 and $1.18 in 2005. Weighted .
average shares outstanding used in the calculation of earnings per common share on a diluted basis were
48,753,006 in 2006 and 52;103,975.in 2005. The reduction in average shares outstanding was due to the
repurchase of 1,734,951 shares in 2006 and the full year impact of the repurchase of 4,125,588 shares in ' +
2005. : . _ ) ) O S

B,

Year Ended December 31, 2005 Compared to Year Ended December 3'1-, 20.04, , ot . o e ‘

1

Net sales for 2005 were $2,386.8 million compared to $2,447.4 million in 2004, a decreasé of = """
$60.6 million or 2.5%. The decrease reflects weakness at our mid-priced brands, resulting from ‘the de'clinE':'
in domestic case goods shipments in anticipation of imported products and a loss of sales to certain’ ma]or
customers. The decrease was partially offset by revenue increases at the high-end due to improved service
positions and product drfferentratlon Increased revenues were also achieved from additional Company-
owned stores, 14 stores at the end of 2005 versus 9 stores at the end of 2004 ‘ c

Gross profit for 2005 was $540.0 million compared to $579.8 million in 2004. Gross margm decreased
from 23.7% for 2004 to 22.6% for 2005. The decrease in gross margin was due to raw material pnce
increases (foam increased 42% in the fourth quarter of 2005) which were only partially offsét with- e
wholesale price increases and surcharges, manufacturinginefficiencies resulting from plant closures;
additional restructuring charges and pricing pressures at Brands doing business with large discount chains,>

Selllng, general and admlmstratlve expenses ‘increased to $440.7 million i in 2005 from $424.1 mtlllon in
2004. As a percentage of net sales, thése expenses mcreased from 17.4% in 2004 to 18 4% ini 2005. The o
increase was due to increased €XpEenses associated with additional Company -owned retail stores - ] t
($14.6 million}, increased restructuring charges ($10.7 million} and increased pension expense
($4.4 million due primarily to changes in actuarial assumptions), partlally offset by reduced advertlsmg
costs ($5.9 million) and bad debt expense ($7.4 million}). . . oo N Y

-t -

lnterest expense for 2005 totaledl $11.9 mllllon Compared to $15.3 mllllon in 2004. The decrease 1n ”.'
interest expense reflects a lower’ effectlve mterest rate due to the fuli year 1mpact of the mterest ‘rate swaps
entered into in May 2004.

Other lncome net for 2005 totaled $4.6 mrlhon compared to $2.3 million for 2004. For 2005, other
income consisted of interest on short-term invéstments and notes receivable of $2 & mllhon compared wrth
$1.1 million in 2004, and other mlscellaneous income and expense items totaling'$2.0 million (mcludmg
proceeds recelved from an anti- trust lawsutt settlement) in 2005 compared with $1.2 million in 2004 The
increased mterest income reflects increased levels of invested funds and hlgher 1nterest rates. ‘_' . J.

Income tax expense for 2005 totaled $30.6 million, producmg an effectwe tax. rate of 33, 2% compared
with an effective tax rate of 35. 8% for 2004. The decrease'in the effectlve tax rate for 2005 was the result of,
the Federal Domestic Manufacturmg deducttons enacted under the Amerlcan Job Creatlons Act and _
federal and state income tax credrts ‘ ' o Y

Earnings per common share on a diluted basis were $1 18 in 2005 and $1.66 in 2004 Wenghted
average shares outstanding used in the calculation of ¢ earmngs per common share on a diluted basis were "
52,103,975 in 2005 and 55,219, 577 in 2004, The reduction in average shares outstandmg was due to the :
repurchase of 4,125,588 shares during the year ‘

[N . . . L
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Financial Condition an(:l Liquidity * ». 7. . A RPN PRV BRI
Liquidity ‘: S SR T

, Cash and cash cqulvalents at December 31 2006 totaled $26 6 mtlhon compared to $114 3 mrlhon at
December 31, 2005 Net cash used in operatlng acttvrtres totaled $26.9 mr]hon in 2006 compared with net ‘
cash prov1ded by operatlmg act1v1t1es of $189 0 million in 2005 and $107.3 mllhon m 2004 This decrease in
cash ﬂow lrom operations is attrtbutable to the dechne in net earnmgs over the three year per1od and an y
’ 1ncrease in working capltal Net cash used in investing activities totaled $14.8 filiion in 2006 compared ’
w1th $18. 7 mllhon in 2005 and $22.5 mllllon in 2004. The. decrease in cash used in mvestlng activities is the
result of dechmng purchases of property, plant and’ equrpment due to the reductton in doméstic |
manufacturtng fac1llt1es Net cash used in f1nanc1ng actmttes totaled $46 | mrlhon compared with ,
. $107.3 miliion in 2005 and '$105.3 miillion i in 2004, The primary use. of cash for flnancmg actw1ttes is for
dmdends and Common Stock repurchases ’ '

¥

r
LN

Workrng capltal was $752 6 mllhon at December 31, 2006 compared to $718 2 mtlhon at
December 31, 2005 ; The ¢ current ratlo was 5. O-to 1 at December 31, 2006 compared to 4.4-to- 1 at,
December 31 2005 The mam mcrease 1ln workmg capttal was the $69.3 m1lhon’1ncrease in 1nventory This
increase was prtmarr]y at Broyhrll as they completed the transmon frorn domestic producnon to 1mported
product. Addmons iorrqmck—shtp programs 1mproved servrce posmons and expanded reta11 0peranons
accounted for the balance of the lnventory lncrease

ok T : S ,.1 T

At December 31, 2006 long-term debt totaled $3OO 8 million compared to $301 6-millionat - '.r ..
Deceniber:31,.2005, Our funded debt-to- capttahzatton ratio was 24.8%-at December 31, 2006 compared to

25.0% at Decembenf:'l 2005 £ Voo, I T VP S S A e
' E A ISR LI : T S S A LI BLR
Financing, Arrangements LT -.;.,‘,»',._ R A I A T A
- Asof, Decemberrfa'l' 2006, long-term'debt consisted of the followmg ve ' _
l ’ T i s ‘' ,
Revolvmg credit facility (unsecured) .................................... $150.0
6.83% Senior Notes. ..........0 ... ... e e AU 150.0
Cowe Otht:'l'”'l_r ................................... 0.8
| = : ' - o $300,8 v T
e L, A, o ) . C Lo 't,."q"

"On Aprll 31, 2006 we refinanced our revolving credlt facility with a group of financial institutions. The
facrhty is an unsecured revolving credit facility with a commitment of $400.0 million'and a matunty date of
April 21, 2011. The revolving credit facility allows for cash borrowings and the issuance of letters of credit.
Letters of credit outstandmg are limited to no more than $100.0 million, with cash’ borrowings limited only
by the famhty 8 maxrmum avarlabthty e letters of credit outstanding. On December 31, 2006, ‘theré were
$160.0. mtlhon in cash borrowmgs ($ 10.0 million of which was classified as current matiiritiés) and e

j $9.2 mtlhon in‘letters of'credlt outstandmg, leaving an excess of $230.8 million available under the facility

for future liquidity needs

, Cash borrowmgs under the revolvmg credit facility bear interest at a base rate or at an adjusted
Eurodollar rate plus an apphcable margm dependmg upon the type ¢ of loan we select The apphcable
margin" over the Enrodollar rate is sub]ect to ad]ustmedt based upob certam credlt ratmgs At
December 31, 2006, loans outstandmg uhder the revolving credit facility con31sted of $160. 0 million based
on the adjusted Eurodollar rate currently at an annual interest rate of 6.10%. " o> et 2 L L

On May 17, 2006, we entered into a Note Purchase Agreement with a group of private investors. The
Note Purchase Agreement allowed for the issuance and sale of $150.0 million of 6.83% Senior Notes, and

I
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the proceeds were used to reduce borrovvings under the revolving credit facility. The notes mature over. |
varying dates ranging from May 17, 2014 through May 17 2018. -

PR
The revolving credit facrlrty requrres us to meet certain frnancral covenants including: (1) leverage
ratro (defmed in the credlt agreemeént as Consolrdated Debt drvrded by Consohdated EBI’I‘DA (earnrngs
before interest, income taxes deprecratron and amortization expense) from ‘the precedmg four quarters)
less than 3.25 to 1 0 and (2) coverage ratro (defined in the credit: agreement as Consolrdated EBITDAR
(EBITDA plus rent expense) divided by thé sum of Consolidated Interest Expense and Consolrdatcd Net
Rental Expense in each case from the precedmg four quarters) greater than 2.75 to 1, 0 (mcreasmg to 3 00
to 10 after December 31, 2{]08) The note¢ purchase agreement contains the same fmancral covenants as y ’
the revolving credit facrlrty except the maximum leverage ratio is 3. 50 to 1 0 and the' rnmrmum coverage .
ratio is 2.50 to 10 (mcrcasmg to 2. 75 to 1.0 after December 31, 2008) In addrtron the two agreements have
certain cross-default prov1srons "with each other. =

i .
! I;’.r ¥ Y,

Though we are currently in complrance wrth tthe financial covenants in our revolvrng credit facility and
note purchase agreement the present outlook for business condltlons 1ndrcates we will likely not bc in
complrance as of March 31, 2007 As such we are currently in negotlatrons wrth both lendrng groups to’
amend the' agreements to 1nclude less restrictive covenants. These negotratrons could result in'economic’
concessmns 'to the lending groups 1ncludmg 1ncreased costs reductton in the size of the revolvmg credlt
facility or other modifications to the terms and’conditions of the agreements Based upon several
considerations underlying our overall financial position, mcludrng bur historical profrtabrlrty and abrllty to
generate positive operating cash flow, we expect these negotiations to-be completéd in a timely: manner.
However, if these negotiations are unsuccessful-and we are in default under.the credit agreements;the - .*
lending groups have certain rights including the termination of commitments and'acceleration-of principal, -
and interest payments. The successful completion of these negotiations or the refrnancmg of the credit
agreements would be necessary to meet our future liquidity requirements. T TR A

The fo]lowmg table surnmarizes:the payments related to our outstanding contractual:obligations.as of
December 31, 2006:

v . . . o A e e el 1 1

Less EYTRE More
thanl =~ 1.3 I = than 5
S Lo . . . .. year_  _years years . . years ‘ Total
Long-term debt obligations: ‘ ‘ ,
. Revolving Credit Facility ,.......................... .$100 $§ — $1500 $§ — $1600
. 6.83% Senior Notes.............. — . g e 1500, 1500
Othel’ .............. '-.‘." ........ ...!...."....'_ .......... - 08 . '0.8. -_ .‘_"..— 16

e

Interest expense (2). ;... L 195 .. 388 03257 449 1357

Operating lease oblrgatrons_ Caeo B T I SN Bt oL
(net of subleases)............... peerenpeeseeegenyes o 4000 680, 499 560 . 213.9
Purchase obligations (1) ...... e T - — — — } P

oo " IR 4. al) ' 2, o AT

a e $703 $1076- $232.4 53500 36612

T

Y o-
3 4 . L T
1

(1) We are not a party to' any long -term supply contracts ‘We do, in the norrnal course “of busrness 1mtrate '
purchase orders for the procurement of, fmrshed goods, raw materrals and other servrces All’ purchase
orders are based upon current requrrements and are fulfllled wrthrn a short perlod of time. ~

¢! LI T . EELE

(2) Interest payments calculated at rates in effect at December 31 2006 S T

T T . Sy L ) ' DR ) R ' . . - ¥
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Other .
Market Risk ! I B ..-;'u

We have exposure to market r1sk from changes m mterest rates Our exposure to mterest rate risk
consrsts of mterest expense on our floatmg rate revolvrng credit facrhty and mterest income on our cash
equlvalents A 10% interést rate mcrease would result in addltlonal mterest expense “of $0. 9 mrlhon

) l . o

Funded Status of the Deﬁned Beneﬁt Pensron Plan S

‘p‘ i a “ " . ' O

* L [

As of December 31, 2006 the prolected benefrt oblrganon of our defmed benefit pension plan . -,
exceeded the fair value of the plan’s assets. As a result,.pension liability of $61.4 million was recorded at
December 31, 2006 a decrease from the $74.0 million liability at December 31 2005.,This decrease
resulted from the favorable return on plan assetsin 2006. -« - _noen e AT B

Critical Accountmg Polrcres

The preparanon of ﬁnancral statements in conformrty wrth U. S generally accepted accounnng .
prmcrples requires us to make esnmates and assumptions. that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the
~ reported amounts of revenues and expenses durmg thé reported period. Actual results could differ from
those estimates.

Ve - . vl .
' ' . - Ao

. ]
Revenue Recognition | « . . o s, R ‘,r:" yate T
1

Revenués (sales) are recogmzed when the followmg crlterla are met (1) persuaswe evrdence of an
arrangement exists; (2) there is a fixed or determinable price; (3) dehvery has occurred; and
(4) collectibility is reasonably assured. These criteria are satisfied and revenue recognized primarily upon
shipment of product. Approprrate provisions for customer returns and discounts are recorded based upon
historical results. : vt

U ! - s T AR NS B R I '

Allowance for Doubtfut Accounts e T

We mamtam an allowance for doubtful acoounts for estirmated losses resulnng from the lnabrlrty of

our custoriers fo make required payments. The allowance for doubtful accounts is based upon the revrew

of specrﬁc customer account balances, histori¢al expenence and an overall agmg of the accounts

recervable B R TR oy,

| - . f oy

l.' . IR . b . ! T L Lo

Inventories I~ : T I S IR B T

Inventories are stated at the lower of cost (first-in, fi rst-out) or market ‘Inventories are regularly
revrewed for'excess quantmes and obsolescence based upon hlstoncal expenence specific identification of
discontinued items, future demand and market conditions and appropnate adjustments are recorded. If
actual demand or market conditions are less favorable than estimated then additional inventory write-’
downs would be required.

[
Long-livedAssetS' e o T T P C

T4

Long-hved assets, Wthh con51st pnmarlly of goodwrll trademarks ‘and property, plant and equipment,
are réviewed for 1mpa|rment annually of whenever’ events or changes in busmess circumstancés indicate”’~
the carrymg values of the assets may not be recoverable If we detérmine the carrying value of the long-
lived asset may not be recoverable a permanent 1mpan‘ment charge would be recorded in the amount by

ot +

which the long-lived asset exceeds fair value.’ St .

l
i
'
I
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Retirement Plans ALy

Defined benefit plan expense and obligation calculations are dependent on various assumptions; .= .
These assumptrons mclude discount rate, expected return on plan assets and rate of compensation
mcrease The drscount rate used to calculate the retifement oblngatmns at December 31, 2006 was 6. 0% _
and was determmed usmg Moody 5 Aa bond mdex customized to the plan ] prOJected benefit cash ﬂow In
2006, retirement plan expense was calculatéd usmg an expected retiitn'on plan assets of 7.5% and the rate
of compensation increases of 3.5%. The expected return on plan assets was developed through analysrs of,
historical market returns by asset class, current market conditions and the trust firids past experlence The
rate of compensation increases was based'upon*historical expérience..We believe’ these’ assumptlons.to be
reasonable; however, differences-in assumptions would impact the calculatéd obligation and future:
expense. Forexample, a 0.25% change.in the discount rate would'result:in a $15 million change'in. the 7k
pension obligation and a 0.25% change in the expected return on'plan assets would result-isi a°$0.9 million.
change in pension expense.

Mo s et g

On December 31, 2005- the defined benefit plans were amended, freezmg and ceasing future benefit
accruals as of that date. Certarn transmon beneﬁts will be provrded to partrcnpants who have attamed age
50 and have completed 10 years of services as of December 31 2005, We currently prowde beneflts to our o
employees through an mcreased match in the defrned contrrbutlon plan . y

v ' L -y . I{'..f

Recently Issued Statements of Financial Accounting Standards . Tote
In September, 2006 the FASB issued Statement of Financial Accounting Standard (SFAS) No:158 .7

“Employers’ Accounting for Defined Benefit Pension and Other Postretlrement Plans, an amendment of

FASB Statements No 87 88 106 and 132 (r)” Thls standard requtres an employer tor . ",‘ ' -

O Recogmze the funded status of a benefit plan in its statemerit of f1nanc1al posmon LT A A T

R TSI T '
. Recogmze asa component of other comprehensrve income the actuarral gams and losses and the

prior service costs or credits that arise during the period but are not recognized as components of
net periodic benefit costs.

Lttt ety Ly

The standard is effective for fiscal years ending after December 15, 2006. The adoptlon of SFAS.

No. 158 resulted i in an mcrease in our llablllty for. pensmn expense and an 1ncrease m accumulated other "

comprehensrve oss (before income tax benefrts) of $8 1 mtlhon ,-l., ', A .= NS

In July 2006, the Financial Accounting Standards Board (FASB) 1ssued FASB Interpretauon No:48,"
“Accounting for Uncertainty in Income Taxes—an intetpretation of FASB Statement No. 109” (FIN 48).
FIN 48 clarifies the recognition threshold and measurement of an unceriain tax position taken in.a tax» !
return, FIN 48 also requires expanded disclosure with respect to the uncertainty of income taxes. FIN,48 is
effectwe for. flscal years beginning after December 15, 2006 The adoptron of FIN, 48 on January 1,2007 i Is

expected to result in a reduction of $1 0 to $3 0 rmllron to our tax accruals and an mcrease to retamed
earnmgs

-l .
P B (R L
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Qutlook ’ :

Business conditions remain relatively unchanged from the end of January when we last-commented on
current trends. Orders are tracking down and we expect sales to be down around 10 percent versus the first
quarter “of last year, We reafﬁrm the gutdance we gave,at ‘at the |end of January—net earnmgs per ¢ common
share of 12to0 16 cents mcludmg the effect of 2 cents of prev10usly disclosed restructurlng, asset, " )
1mpalrment and severance charges and the effect of 3 cents in |ncreased mterest expense due to the T y
upfront recognition of a gam on the interést raté Swaps.
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Forward-Looking Statements | STt RUE R [ TR T (R '

We have made forward-looking statements within.the;meaning of the “safe harbor” provisions of the
Private Securities Litigation Reform Act of 1995. These forward- lookmg statements include our expected
sales, net earnings per share, profit margins, and cash flows, the effects of certain manufacturing
realignments and other business strategies, the prospects for the overall business environment, and other
statements containi,ngl’th'e words “expects,” “anticipates,” “estimates,” “believes,” and words of similar

import. We caution investors any such forward-looking statements are not guarantees of future .

performance and certain factors may cause actual results to differ materially from those in the forward-
market share due to competmon fallure to forecast demand or :inirclpate or respond to changes m ...
consumer tastes and fashion trends; _f@llure to achl_eve pro]ected mix of product sales; business failures of
large customers; distribution and cost savings programs; manufacturing realignments; increased reliance
on offshore (import) sourcing of various products; fluctuations in the cost, availability-and quality of raw
materials; product liability un'certainty, environmental regulations; future acquisitions; impairment of
goodwill and other mtanglble assets; anti-takeover provisions which could result in a decreased valuation
of our Common Stock; loss of funding sources and our ability to open and operate,new retail stores.
successfully. Other risk factors may be listed from time to time. in our future pubhc releases and SEC

reports. o S . Lo .
b

ltem 7A. Quantltatlve and Qunlltatlve Dlsclosures About Market Rlsk

T

PE T

We have exposure to market risk from’changes in interest rates. Qur exposure to mterest rate risk
consists of interest expense on our floating rate revolving credit’ facrhty and interest income on our cash
equwa]ents Al10% 1nterest rate mcrease would result in addmonal 1nterest expense of $0. 9 mllllon '
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CbNSOUDATED STATEMENTS OF OPERATIONS

LN o . A : Year Ended December 31,
cersab et 2006 2005 1004
' . {Dollars in thousands except per share data)
Netsales.....oi..nio.... LA O TP e s $2,418175 | 82,386,774 - $2,447,430
Costofsales ............. ettt b et 1,888,140 ¢ 1,846,823 . 1,867,614
Gross profit. .. ..ouieit it 530,035 - 539,951 579,816
Selling, general and ‘administrative expenses ............... e 446,313 . . 440,603 -, 424,160
Earnings from operations . .f .................. SRR bl ot R83722 -0 - 99,348 155,656
Interest expense e et e e e e et 17669 ¢« 11,877 .« . 15,314
Other income, net (Notc 15)r e e e e e e n e i eatee o 10014,869 © 4,523 - 2298
Earnings before income tax expense ........... e . .80922 . 91,994 142,640
Income tax cxpense (Note 9) ............................... wihe 0 1 25.867. w 30,558 - 51,073
Net eamlngs e e e e e $ 55,055.<.% 614368 91567
Earnings per common sharé—basic (Note 8)............. ot 8 11308 118 § 1.68
Efirnihgs per common sharré_—dil'uted (Note 8)......0.". w: : 8 "'1‘.'13”“ $° 118 ‘.,‘. $ . 166
i - Sy . i
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See accompanying notes to.consolidated financial statements:
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CONSOLIDATED' STATEMENTS OF. CASH'FLOWS

Year Ended December 31,
. . 2006 . 2005 2004
w . {Dollars in thousands)

Cash flows from operatmg act|v1t1es u

RO

‘Netearnings ...:....... 0. Bl e - % 55055 .8 61,436 § -91,567
'Adjustinents to reconcile net earmngs to net cash provided by -. . C . '
operating activities: PRt ‘ . oo : :
i+ Depreciation and amortization , e SUFIES 36 670 . .45,240: 49 050
-+ Compensation éxpense related to stock OptIOH grants and S o T
restricted stock awards . e e 6,142 253 €. T—
.Provision (beneﬁt) for deferred income taxes e s (14,973)" . (11, 989) 6,018
Other, net . TR AN Y (X) B9 SUICRN (12 084 -2,048
r Changes in operatmg assets and habllmes : S Yoy .
Accounts receivable. .. TR R e e . (13,355) , 25,531 + v (8,285)
Inventories .......... e e e e, oy (69,256) . 12,014 (30;144)
Prepaid,expenses and mtanglble and other assets ...... . (2,795). ¢ (6,903) | (13,616)
-Accounts payable, other accrued expenses .. . .... o (31 971) 28, 872 12,574
Other long-term liabilities . . ........................... 13,525 24,445 (1,875)
Net cash provided by (used in) operating activities ............ (26,873) 188,983 107,337
Cash flows from investing activities: '
Proceeds from the disposal of assets. . ....................... 9941 9.829 8,103
Additions to property, plant and equipment.................. (24,713) (28,541) (30,593)
" Net cash used in investing activities ......................... - (14,772 (18,712) - (22,490)
Cash flows from financing activities: .
Proceeds from termination of cash flow hedges............... 8,623 — —
Payments for debt issuance costs. ............ ...l (1,307) — L —
Additions to long-termdebt. . ... ... i 470,000 = —
Payments of long-termdebt. .......... ... ... il (460,800) (800) (800)
Proceeds from exercise of stock options ..................... 8,305 7.552 12,977
Tax benefit from the exercise of stock options................ . 411 — —
Paymentsof cashdividends ................................ (31,2609)  (31,267)  (28,643)
Payments for the purchase of treasurystock.................. (40,075) (82,682) {88,801)
Net cash used in financing activities. . ....................... (46,112) (107,197) (105,267)
Net increase (decrease) in cash and cash equivalents . . ... e (87,757 63,074 (20,4200
Cash and cash equivalents at beginning of period ............... 114,322 51,248 71,668
Cash and cash equivalents atend of period. ................. ... $ 26565 §$ 114322 § 51,248
Supplemental Disclosure: . .
Cash payments for income taxes,net ................... Lo $.59447 8 40,570 32577
Cash payments for interest expense .. ....................... $ 15581 § 11954 §$ 16,202

Sée accompanying riotes to tonsolidated finanicial statements.
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-
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY AND
v COMPREHENSIVE INCOME" '

|

i . Year Ended Decemberd1, ' .7
: : 2006 2005 2004
5 IR T | _" D T P T T L I T A . (Dollarslnﬂlousnnds)
CommonStock IR TR T P DRI FTCE L PR T u,'..w th e LA
Beginning balance ....... TRRRA et I it 08 56,483 $ 56, 483 $.56,277°
Stock plans activity (Note 7) ieenes YOV B Haeen PO b=t = e 206
Endingbalance................... Tl e wn it B 156,483 00 8 056,483 . 8 56,483
Paid-In Capital: 4%« i vt w0 e o s R e | T
Beginning balance .. ... .. SRV S T ST LA Lo w8221, 754 $ 226 602+ $221 388,
- Stock plans.activity (Note 7){. T R TR et e et o e 15,7660 a0 (4,848) 0 45,214
Ending balance.......... R P RTEESERERTE $ 227,520 § 221,754  $226,602
* Retained Earnings: | ‘ N O I
Beginning balance ........0 .. ...l e e e . $.820,025 | 789,856 $726,932
NELEANINgS .- ..« .vuveveebeniiieeiiiinii ettt et “TTMss055 61,436 ¢ 91,567
Cash dividends (per share 2006-$0 64, 2005-30.60, 2004-$0.525) . (31,269) (31,267),.. . (28,643)
Ending balance. g PR R EERERTERTEINES $ 843 811 $ 820,025 $789 856
S A G o i - I * s I . v Ty
Accumulated Other Comprehenswe Income (Expense) (NOte 12) et g . -
Beginning balance e T S O T SR ¥ 1 (41 382) $. (31 076) '3 (31 446)
Other. comprehenswe mcome (expense) ....... s e aapn 13,244 (10,306) L. 370 .
Ad]ustment to initially apply SFAS No. 158 net Of income tax , P e
benefit of $3,031........ e e e 6 050) —
Ending balance. :......... DT $ (33,188). $.(41,382)-.8 (31, 076 76)
Treasury Stock:., . R :' Yoo ab o e, 2 g 1.0t O M
' Begmmng‘balance Tt .‘“. cien .r.f. e AL e R $(r152 928) $ (84,382) $.(6,249)
1Stock plans-activity. (Note 7)... 7. .. e teoate e oo ey 2 9,092 14,136 10 668
"Purchase of treasury stock (1, 734 951 shares in 2006 -4;125,588- . .
sharesin 2005,and 3,431, 600 shares in22004) .- .ot (40 075) (82 682) " (88 801);
Endingbalance. ........ .0 .o $(183 911) $(152, 928) $ (84, 382)
: ,
Total Shareholders Equlty. e PP $ 910,715 $ 903 952 $957 483
Tey infley yaae R T (T S N B DR SPOT) YR T S S T Yo 4
Comprehenswe 1ricome (expelnse) P " f 5
Netearnings . .......oooubouiiiiiiiiniin o P $ 55055 $ 61436 $ 91,56’:r
Other comprehensive income, net of tax: . s
Financial instruments aceounted for as hedges ...... ceeen (5,663) 1,655 6,646
Pension- hablllty B T S 736 T (12,516) T (5,922)
rF‘orelgn currency translatlon T el e it 1710t 1585 8 - (354
Other comprehensive inconie (€xpense) 1720w L v e i T 13,244 0 - *(10,306) 370
| $ 68 299 $ 51, 130 $ 91 937
e
I PRI T S - i Rt ‘.'"I P AN (U ST B T R E "
I R I S S JERVITL UL TP RR RN T AR TSR, NS A RN L S I
che, b0 | A R Teoawbd L LT T
R M T T R 1y P R T L e
P See accompanymg notes to consolidated financial statements.
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'NOTESTO Q_ONSOLIDAT'EQ FINANCIAL STA'I';EMENTS T
(Dollars in thousands except per, share data)

1. The Company'. -~ -

Furniture Brands International, Inc. is one of the largest furniture companies in the United States.
We market our products through four operating subsidiaries: Broyhill Furniture Industries, [nc.; Lane
Furniture Industries, Inc.; Thomasville Furniture Industries, Inc., and HDM Furniture Industries; Inc. ..
Through these four subsidiaries, we design, manufacture, source, market and distribute a full-line of -
branded products consisting of both wood and upholstered furniture. :

Substantially all of our sales are made to unaffiliated furniture retallers We have a diversified. - ..,
customer base with no one’customet accounting for 10% or more of consolidated net sales and no:.
particular concentration of credit risk in.one economic sector. Foreign operations and foreign-net sales are
not material. -~ - - Lo " ¢

’

2. Significant Accounting Policies ' . S

" Our significant actounting policies are set forth below.

[ L . o LS ' ] ]

Use of Estimates

The preparatlon of financial statements in conformrty with U.S. generally accepted accountmg
principles requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and drsclosure of contingent assets and liabilities at the date of the fmanual T
statements and-the reported amounts of sales and expenses durmg the reported penod Actual results
could differ from those estnmates ‘ : S

. . W
-

T

.....

Principles of Consolidation - +.«* " + e . } - e R

The consolidated financial statements include the Furniture Brands accounts and those of our~ >~ 1’
subsidiaries. All material intercompany transactions are eliminated in consolidation. The Company’s fiscal
year ends on' December 31. The subsidiaries included in.the consolidated financial statements report their
results of operations as of the Saturday closest to December 31. Accordingly, the results of operations will
pcrnodlcally include a 53-week fiscal year. Fiscal years 2006, 2005 and 2004 were all 52-week years o

'_l . - i
[ 1 \ i ot

Cash and Cash Equwalents ' i .
We consider all short-term investments w1th an original maturity of three months or Iess 10 be cash

equnvalents . _ . AL

Inventories o R

L : A )
Inventories are stated at the lower of cost (ﬁrst -in, frrst -out) or market. Inventories are regularly
reviewed for excess quantities and obsolesccnce based upon historical experience, spec1flc 1dent1flcatlon of
dlscontmued |tems future demand and market conditions and appropriate adjustments are recorded.

Property, Plant and Equipmént

Property, plant and equipment are recorded at cost when acquired. Depreciation is calculated using
both accelerated and straight-line methods based on the estimated useful lives of the respective assets,
which generally range from 3 to 45 years for buildings and improvements and from 3 to 12 years for
machinery and equipment, Long-lived assets are reviewed for impairment whenever events or changes in

' oY e VLl A
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS) (Contmued)

(Dollars in thousands except per share data)
business circumstances indicate the carrying value of the assets may not be recoverable Impalrrnent losses v
are recogmzed if expected future cash flows of the related assets are less than thelr carrymg value. .

N . : s e e e l
. L 1 . / : ‘ Ly - '.1'- - by

Intangible Assets :

Intangible assets consist of gEoodwall and trademarks. In accordance with Statement of Fmanc:al‘- i
Accounting ! Standards (SFA‘:) No 142 :Goodwill and Other Intangible / Assets ? goodwill and mtanglble
assets with. 1ndefm1tc llves are no longer amortrzed but mstead tested for 1mpa1rment Intanglble assets are
rewewed for lmpamnent annually or whenever events or changes in busmess c1rcumstances 1nd1cate the L

carrymgvalueoftheassetsmaynotberecoverable S ot i IR e

! Goodwill is'tested by estlmatlng the fair value of each reportmg unit using a dlscounted cash flow: 2
model with an approprlate risk adjusted discount rate. The fair value of each reporting unit-is then -,

compared with thel carrying value to determine if any impairment exists.
TR s N S
The fair value' of trademarks is calculated using a “relief from royalty payments methodolog'y Thls

i

approach involves two steps: (i) estlmatmg +teasonable royalty rates for each trademark-dnd-(ii) applylng
these royalty rates to a-nét sales stream and dlscountmg the resulting cash ﬂows to determine fair value a
“This fair valueis then compared;wnh the carrymg valu€ of each trademark.’ : - h T

Fair Value of Financial Instraments' . B A R

We consider the carrying arinounts of cash and cash equwalents rece1vables and accounts payable to

approximate f falr value because of the short matunty of these financial 1nstruments S

oy h' ‘j
* Amounts outstandmg tinder the revolvmg credit agreement are cons1dered tobe carried in the .. *
financial statements.at their estlnlated fair values because they accrue interest at rates which generally
fluctuate with'interest rate tr ends "The fair-value of the $150,000 outstandmg under the note’ purchase
agreement was $151,300 as of December 31,2006. © - o P TR

%

We perlodlcally use mterest rate swap agreements {derivative financial 1nstruments) to hedge risk
associated with out floating: rate[long term debt. Under SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, each der1vat1ve instrument is recorded on the balance sheet at fair
value as an asset or liability w1th!any gain or loss recorded as a component | of accumulated other
comprehenswe income (expense) until recognized in earnings. The fair value of the swap agreements is
based upon quoted market-prices. The net amount to be paid or received under the interest rate swap
agreements is recorded as’ a com’ponent of interest expense. As of December 31, 2006 we had a notional
amount of $150,000 of 1nterest rate swaps; however we termmated hedge accountmg treatment in the first
quarter of 2006 (Note 6)

Revenue Recogmtmn . ' I E o AT .

Revenues (sales) are recognlzed when the followmg crlterla are met (€D persuaswe ev1dence of an
arrangement exists; (2) there is a fixed or determinable price; (3) delivery has occurred; and
(4) collectibility is reasonab]y as'sured These criteria are satisfied and revenue recognized primarily upon,. |
shipment of produet Appropnate provisions'for customer returns and discounts are rccorded based upon

historical expenence S e _ !

L T T RIS
i . . i I

i : .

1

)
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NOTES TO-CONSOLIDATED FINANCIAL STATEMENTS) (Continued)
(Dollars,in-thousands_ except per share data)

Advertising Costs-. - - ,« . ;'. b T [ R O S IR SR s T

~ Advertisirig productiori ¢osts aré expénsed when advertisements afe {irst aired or distributed. Total ' *

advertising costs were $72,419 for 2006, $76,183 for 2005, an_d $82,089 for 2004.

. . oG .- oY

Income Taxes - - , . " .- ', - Ay

Deferred tix Assets and lrablhtles are recogmzed for the estimated future tax consequences 2
attributable to’dtfferences between the financial statemeiit carrying amounts of exrstmg assets dnad s
liabilities and théir réspective tax basés. Deferred tax assets and habdmes are measured 1 usrng enacted tax
rates in effect for the year in which those temporary differences are expected to'be recovered or settled.
The effect of a change in tax rates on deferred tax assets and liabilities i is recogmzed as income tax expense
(benefit) in the-period that includes the enactment'date. « -+ . v 5100 . e oo e onhy

it . N e, e . LNy
Y . ‘ e TSR Tl T e Tt

L

Stock Based Compensatron

et b fe o e RIS

Effectwe ] anuary 1; 2006-we adopted Statement of Fmanc1al Accountmg Standard No 123 (Revrsed
2004)—Share Based Payment (SFAS No. 123R). usmg the modified prospective apphcatron trapsition -t
method. Under the modified prospective approach, the provisions of SFAS No, 123R are applied to new .
awards and to awards modified, repurchased or cancelled after the effective date. Additionally,
compensation cost is also recognized for the unvested portion of awards granted prior to;adoption.-Prior, |
J year flnanmal statements are not 1;esta_ted ) . oo .y o

L “ B l E P + 3T L L L T [ LU

The adoptlon of SFAS No:'123R resulted in pretax share-based compensatlon expense ‘of 35, 7B e

(83,647 net of income tax benefit) for the twelve months ended December 31,:2006. Prior to the adoptton

of SFAS No. 123R; we accounted for stock based compensation plans under APB Opinion No. 25 * - ;.
“Accounting for Stock Issued.to-Employees”. The following table illustrates the impact on net earmngs
and earnings per common share if the fair value method had been applred N A
L e . e R . . . _Year Ended December 31, . . |
R e Con e e e Eaded Decenperdl Ly
Netearnmgs.._'.'..'.'.'.i-..'.'.'...'...'........;.....!....‘.. A '61,'43‘6" $ 91,567 0
Deduct: Stock-based employee compensation expense TR S e !
determined under fair valué based method net of T b e e
- 1nc0metaxbenef1ts.f~: ..... TN 1 VAR oY A e,
Net earmngs—pro forma. .. ’ ...... PR s ‘57,224 ’ $” S"86;838 R
Earmngs per share—-basrc . e ‘ " ,f 'V_ B P s
‘ Asreportcd...'..‘::....:....‘ ...... e DU s 118 $ ‘ '168
Proforma .........cooivieiniiinienan, $ 110§ " 159 ’
Earnings per share—diluted: , : by e g
Asreported. ............ e e e $ 118 ¢ 7" '1es
Pro forma..... ERR S PR SR RN SN SR $ hoo1:10 - § 4o, 00 1,580
T T A Yoo N . J' wt . - RO PR S+ L B
P TIPS L BT TS .y . "i,‘ NN -‘:,;l"s".f:’rn»

Reclassnficatmns

T oo Some i f ) IR ' : R T
Certain amounts in the consolidated ﬁnancral statements have been reclasmflecl to conforrn tothe .
2006 presentation. These reclassifications have no effect on net earnings or stockholders’ equity as
prev10usly reported.
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NOTES TO CO:NSOLIDATED FINANCIAL STATEMENTS) (Continued)
(Dollars in thousands except per share data)

!

3. Restructuring and Asset Impairinent Charges e L e o e ;

In 2001 we began implemeh_ting a plan to reduce our domiestic manufacturing capacity. As of
December 31, 2006, this plan included the closing, consolidation or reconfiguration of 34 manufacturing
facilities. Restructurlng activity included the closing or the realignment of three manufacturing facilities in
2006, the closing of eight manufacturmg facilities in 2005 and the closmg of three manufacturmg faC|11t1es
in 2004. o ) . . A A

Asset impairment charges We're recorded to reduce the carrying value of all idle facili'ties and related
machinery and.equipment to their net realizable value. The determination of the impairment charges were
based primarily upon (i) consultations with real estate brokers retained to. assist in disposal efforts and
(it) proceeds from recent sales of Company ‘facilities and the market prices being obtained for similar long-

hved assets. ' | ,

o ! v . L o, . f
Restructurmg and asset 1mpalrment charges were as follows ‘ L DR ey
o tee . o '.'_. l , - o .‘ ‘ YearE'nded.D'ecémbel::il,
tr e oy l L PR S Lo 2006 2005 7'~ - 2004-
Restructuring charges: . R
Costs to shutdown, cleanup and vacate facilities. ... . . . $1,675 § 3,793 -$1,848 .
One-time termination benefits (includes executive . o
severance). ... .. e To 2813 7,628 669
‘Inventory write-downs ............... ... coean . 713 — 4678
P I TS261 11421, 7,195,
Impairment charges ;......... i 2042 9, 988 2,054

o S 57403 521,400 T $9,049
Statement of Operatibné classification:

B Costof Operations. ...........vvniniennennenaen.n. $5280 $ 7427 $5,953
" Sellmg, general and admmlstratwe expcnses.. e | ' 2:123 - 13, 982 - 3 296
- . T e e 57,403 821,409  $9.249 oL
'. . [ : : LT B '1 Yooy Geved . LT

Real estate held for sale. wnth a carrymg value of $3, 007 and $603 was mcluded in other asscts as of
December 31, 2006 and 2005. There wére no restructurmg charges mcluded |n other accrued expenses at .
December 31, 2006 ahd 2005. l ’ '

N i I" LTI
4. Invemtories- ~ ' . 0, . ' R
. St i, "_ :'- R J'.," " __,;_'. T theT o v 3
Inventories are summagllzedlas follows:, L oL o ) : .
. ' e, ede 0 T December 31, Decerhber3l, 3
. « : 2006 2005
Flmshed products ..b. w0 L L S e AL L$360,442 0 §275,985
Work-iniprocess.=.'. . 0. oo e . i b i el ol 35411 0 431747 i
" "+ Rawmaterials.....:L1l. .0 000 Ll o0 o 106,217 - 113,082 e !
PNt e e w0 0 Ss00070° ¢ $432,814 0 6 e !
Toon e e ! o - ' Cow A R T
e Pl C ot . T a , o KRR
' N 1 b [ B AT ' ' ! Tl i !
i : I oyt . S
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continuéd):
(Dollars in thousands except per share data)

5.  Goodwill and Other Intangible Assets LT N
Goodwill and other intangible assets include the following: . .cov = 0 o0 o o L

o L ‘December 31, ' December 31,
. ‘| n .- . “ . “.1‘ . LI : Ey [ zm :' - 2005 .

, Goodw1ll e R P N SN .+ $265,390 $265,245 .
Less: accumulated AMOTHZAON « + .+ v e s eense e, 82,738 82,738 . - |

Goodwill ... [ERTRITERRPPPRE Y e e $182,652  §182,507

' : B RTER S syt L.t e o, .2 #
~ Trademarks and trade DAMES ...l eidn e .. - $206,179 - $206,179
- Less: accumulated amortization :.:...... R 36,508 . 36,508 . .. ..

+ Other intangible assets. @.. ool . .'-. .o v 3169671 - $169 671 -, -

SFAS No. 142, “Goodwill and Other Intangible Assets”, requires that goodwill and other mtanglble
assets with indefinite lives no longer be amortized, but instead be tested annually for impairment or *
whenever events or changes in busmess circumstances indicate the carrying valie of the assets may not be
" recoverable. No 1rnpa|rment was recorded in 2006, 2005 or 2004. Our other intangible assets consist of

trademarks and trade names all having indefinite llves AP :
6. Long-TermDebt « . =~ < ST e

.
N . ‘ .o . Lo
e O] - b H ‘N

Long-term debt consists of the following:

"

December 31,  December 31.

' , : 2006 2005
Revolving credlt facility .......ooviiii i e $150,000 $£300,000
6.83% Senior Notes. . .. e e O 150,000 © -
Other . o o e 800 1,600
' ©oti e D $300.800 - ¢ $301,600 ¢

On Aprll 21, 2006, we refmanced our revolvmg credlt fac1llty wrth a group of fmancral institutions. The
new. facility is an unsecured revolvmg credit facility with a commitment of $400,000 and a maturity date of
April 21, 2011. The fac1l|ty allows fot cash borrowings and i issuance of letters of credit. Cash borrowmgs
under the revolving credit facility bear interest at a base rate or at an adjusted Eurodollar rate plus an
applicable margin, dependmg upen which type of Ioan we select The applicable, margln over the ad]usted
Eurddollar rate is dependent upon our credit ratings. The revolvmg credit’ famllty has i no, mandator?y
principal payments.

. On May 17, 2006, we entered into a Note Purchase Agreement with a group of private investors.. The
Note Purchase Agreement allowed for the issuance and sale of $150,000 of 6.83% Senior Notes, and the
proceeds were used to reduce borrowings under the revolving credit facrllty These notes mature over
varying dates rangmg from May 17, 2014 through May 17, 2018.

The revolvmg credit facility requires us to meet certain ﬁnanc1al covenants including: (1) leverage
ratio (defined in the credit agreement as Consolidated Debt divided by Consolidated EBITDA (earnings
before interest, income taxes, depreciation and amortization expense) from the preceding four quarters)
less than 3.25 to 1.0 and (2) coverage ratio (defined in the credit agreement as Consolidated EBITDAR
(EBITDA plus rent expense) divided by the sum of Consolidated Interest Expense and Consolidated Net
Rental Expense in each case from the preceding four quarters) greater than 2,75 to 1.0 (increasing to 3.00
to 1.0 after December 31, 2008). The note purchase agreement contains the same financial covenants as
the revolving credit facility except the maximum leverage ratio is 3.50 to 1.0 and the minimum coverage
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NOTES TO CONSOLIDATED FINANCIAL ‘STATEMENTS (Continued)}
(Dollars in thousands except per share data)

»

ratio is 2.50 to 1.0 (increasing to 2.75 to 1.0 after December 31, 2008). In addition. the two agreements have
certain Cross- default provisions WIth cach other. .

Though we are currently in ‘tompliance with the financial covenants in our revolving credit facility and
note purchase agreement, the present outlook for business conditions indicates we will likely not be in
compliance-as of March 31, 2007. As such we are currently in negotiations with both lending groups to
amend the agreements to include less restrictive covenants. Based upon severat considerations underlying
our overall financial position, including our historical profitability and ability to générate positive operating
cash flow, we expect these. negotiations to be completed in a timely manner. However, if these negotiations
are unsuccessful and we -are in default under the credit agreements, the lending groups have certain rights
including the termination of cdtnmitments and acceleration of principal and interest payments. The
successful completlon of these negotmtlons or the refmancmg of the credlt agreements would be required
to meet our future liquidity requirements. . : “ . v

In May 2004, in order to reduce the 1mpact of changes in interest rates on our floating rate long-term
debt, we entered into three interest rate swap agreements each having a notional amount of $190 000 and
a termination date in May 2007., As a result of the April 21, 2006 refinancing we discontintied accounting
for the interest rate swaps ‘as cash flow hedges as of March 31, 2006 and reclassified the gain of $8,503
($5,408 net of income tax expense) from accumulated other comprehensive income into earnings. As a
resuit of reducmg the amount of floating rate debt outstanding with the proceeds of the Note Purchase
Agreement on May 18 2006 we termmated $150 million notional amount of 1nterest rate swap
agreéments. ’ ' . : A

7. Stock Options and Re’stricted Stock Awards + " DR ' v

We have.outstanding option grants pursuant to the 1992 Stock Option Plan and the 1999 Long-Term
Incentive Plan. These plans are administered by the Executive Compensation and Stock Option
Committee of the.Board,of Directors and permit certain key employees to be granted nonqualified
options, performance-based options, restricted stock,.or combinations thereof, Options must be:issued at
market value on the date of grant and expire in a maximum of ten years. As of December 31, 2006 there
were 761,576 shares available fqr grant. Shares issued upon exercise of stock options or issuance of
restricted shares may be from new shares or from treasury stock. :

The fair value of the award is recognized as compensation expense on a straight-line basis over the
vesting period, generally four years for stock options and various terms ranging from one to seventeen
years for the restricted stock and restricted stock uhits. :

The fa1r value of each stock option is estimated on the date of grant using the Black- Scholes Optlon
pricing model. The following welghted average assumptions were used to determine the fair value of
options granted in the periods indicated. : 3

Tt e |l S © 2006 +2005 2004 -
Risk-free’interestrate, . ..., .., N o 44% . 38% 32%

Expected dividend yield ............... ... ...l 25% 26% 1.7%
. . - Expectedlife (inyears).................. e 56 . 60 6.0
' _ Expected volatility. . e SR e 39.8% 42.6% 50. 8%

t Tl
The risk-free interest rate is based upon U.S. Tréasury Secuntles with a term similar to the expected
life of the option grant. The d1v1dend yield is calculated based upon the dividend rateon the date of the «
grant.'The expected term of the option grant is based upon historical exercise’results. Expected volatility is
calculated based upon the historical volatility over a period equal to the expected term of the option grant.
[
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS {Continued)
(Dollars.in thousands except per share data)

- Other'information pertaining to.option activity during the years ended December 31, 2006, 2005 and .
2004 is as follows: . . .

2006 2005 2004

Fait value per share of options granted. . ... ... . e 0§ 837 3819 313 28
' Total intrinsic value of stock options exercised .-....... " $1,481° $4,361 $7,745
] . ' B ) .
A summary of option actmty is presented below: . ' . T ,
' Weighted w
g Weighted Average . . v
Average.-  Remaining Aggregate | |
) Exercise = Contractual Intrinsic
2 - R L Shares ¢ Price Term (Years) Value " 7.,
Qutstanding at December 31,2005 ... 3916,350 $23.88. -
Granted, . ... . 730,800 2427 . !
Exercised......... P (408,125)  2035°
Forfetted orexpired ................ (377,725) 2435 L '
Outstandmg at December 31,2006 ... 3,861,300 $24.28 34 $§ 123
Exercisable at December 31,2006 . ... 2,485,675, $24.30. 3.8 $ 123

The aggregate intrinsic value was calculated using: the dlfference between the market prlce at year, end
and the exercise price for only those options that have an exercise price that is less than the market price.

Non-vested restricted stock and restricted stock unit activity is presented below.

Weighted
B . - . e ) Average | ..
: ' Grant Date
' o Shares Fair Value ‘

Outstandmg at December 31,2005 ........ S cve. - 52,166 $27.58
Granted. ........ oo s e T, A - 60,190 24.55
Vested............ L ."‘ ............... B “. (13,334) 32.70
Forfeited ... .. ...t i e (14,941) 2397
. Outstanding at December 31,2006 ........... s 84,081 $25.24

As of December 31, 2006 there was §9,216 of total unrecognized compensation cost related to non-
vested share-based compensanon arrangements under the plan Th]S cost is expected to be recogmzed over
a weighted- average period of 2.0 yearq ‘ -

8. Common Stock - - ‘ N

‘The Company’s restated certificate of incorporation includes authorization to issue up to 200 million
shares of Common Stock with a $1.00 per share stated value. As of December 31, 2006, 56,482,541 shares
of Common Stock were issued. .

The Company has been authorized by its Board of Directors to repurchase our Common Stock from
time to time in open market or privately negotiated transactions, Common Stock repurchases are recorded
as treasury stock and may be used for general corporate purposes..On July 28, 2005 the Board of Directors
authorized the repurchase of $100 million of our common stock over the next 12 month period. During
2006, 1,734,951 shares were purchased at a cost of $40.1 million. The balance of the authorization expired

.. . i L , . _
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS*(Continied)
(Dollars in thonsands except per share data)
! ' ,
on July 28, 2006. On January 26, 2006 an authorization of $50,000 was approved. This authorization.-*

expired on January 26, 2007 wnth no shares having been purchased ) T T

Weighted average shares uscd in the computanon of basic and diluted earnings per common share for
2006, 2005, and 2004 arc-as foilows: - :

ey

Year Ended December 31, .

2006 2005 2004

Welghted average shares used for basic I C R

earnings per common share ...... e T 48,753,006 51,976,417 :54,653,995
Effect of dilutive securltles ..

Stock options ;. .......5........ PR — 127,558 565,577
Welghted average shares used for diluted

earmngs per common share.............. 48 753, 006 52,103,975 55 219, 572

f ' eI : q."' . . .": oo ‘||‘.

Excluded from the computatlon of diluted earnings per common share for 2006 and 2005 were options
to purchase 3,309,850 and 3,008,825 shares at an average price of $25.47 and $25.30 per share. These
options have been excluded from the diluted earnings per share calculatlon because their inclusion would
be antidilutive,

L P D LU L S

Approxm'lately 2 million preferred shares are reserved for issuance under a Preferred Stock Purchase
Rights Plan. Under certain conditions involving the acquisition of or an offer for 15 percent or more of the
Company’s common stock, all holders of Rights except an acquiring entity, would be-entitled:(i)-to
purchase, at an exercise price of $135, common stock of the Company, or an acquiring entity with a value
twice the exercise price, or (ii) at the option of the Board, to exchange each Right for one share of '
common stock. The Rights remain in existence until July 30, 2008, unless earlier’ redeemed (at one cent per
Right) exercised, or exchangcd under the terms of the Plan.’

' P S
T, oot

i N T S

-
L
-

el [ L
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

" ‘(Dollars.in thousands except per share data)

9. IncomeTaxes . . .. v I T T
Income tax expense is comprised of the following: ~ %' Lo
Lo S oA e ¢l Year Ended December 31 '
. 2006 - 2005 T 2004
Current:. . .. e e e iiaiaaaeas
Federal -. ... ’.-.".',.f.-.?.‘:‘.".". e $ 37,065 $ 39,557 $40,899
Staté and focal'. ... ..o T L CL 2430 2331 3443
. Foreign........ e 11,3457 "_65'9‘]’. 713
' o o " 40,840 42,547 745,055
Deferred ... o.oviiiiiiiiiniiiaeann, e (14973) 7 (11,989) 6018
I o ..n $.25867 $30558 $51073,

The followmg table reconc1les the dlfferences between the federal corporate statutory rate and our

effective income tax rate: - . ot e e o e
e a e e e it .Year Ended December 31,. .. .. '
R 2005 2005 2008 _
Federal corporate statutoryrate.......... . 35.0% 35.0% 350%
State and local income taxes, net of federal R R DA RE e
Jtax benefit. . ... ... .. e eeaas Wieenow oo L8 e 1200 - 18,
Foreign rate differential. .+ . .. R e B SRR ¢ TY) R ; T T S .
Non taxable income. .:..:..... i v wear(l3) (1. 6) (O S5) ..
. Other (mcludes tax credits) ... ... YT o (18, A4 L, (05
' Effective income.taxrate . . 3. fo i L0 0 32.0% - - 332% . 35.8%
: RERVIEEFE DL NSRS DA A L . .o okl

The sources of the tax effects for temporary differences that give rise to the deferred tax assets and
- liabilities were as follows: :

December 31,  December 31,

_ 2006 2005
Deferred tax assets attributable to:
Expenseaccruals........................ e $ 24,393 $ 19,503
Valuation allowances @, .......ooiviviieniainin.,, 122,009 14,755
Asset impairment charges .......................... 2,569 3,118
Employee pension and other benefit plans ............ 24,659 27,147
Other. .. e 909 1,679
Total deferred taxassets ........... ... ... .., 74,539 66,202
Deferred tax liabilities attributable to: :
Fair valué adjustments ... (45,764) (45,150)
Other intangible assets.................. e (34,534) (30.374)
Depreciation ...........cociiieiir it (3,584) (7.263)
Inventory costs capitalized. ......................... (2,393) (3,555)
Qualifying prepaid expenses ................ e, (1,301) {1,195)
Total deferred tax liabilities. . ....................... (87,570) (87,537)
Net deferred tax liabilities .. ........................ $(13,037)  $(21,335)

34




l
NOTES.TO CONSOLIDATED FINANCIAL STATEMENTS (Contmued)

(Dollars in thousands except per share data)

The undistributed cumulative earnings.of foreign subsidiaries that are conisidered permanently:
reinvested outside the U.S. were $20.7.at December 31, 2006 and $17.3 million at December 31 2005
'Foreign withholding taxes have not been provided on these earnings. IR SR :
, y

I 4y b

10. Employee Benefits

We sponsor or contribute to retlrement plans coverlng substantially all employees. The total costs of
these plans were as- follows i; ¢ -

-+ " Year Ended December 31, -
. R e L TTZ006 2005 - _ 2000 ..

r. . ‘i T
, Defmedbenefltplan.*.....‘..‘..............._ ..... $11,409 $19,867 $13,542- .- -
- ».  Defined contribution plan (401k plan) e .. 11,662 793 793. -

iy Other. oo T 453 898 . 2612,

v - N $23,524 $21,558 $16,947 « - fu

{i .. l . . . . ’ . u A

i) ..

Company-Sponsored Defined Beneflt Plans'"=" . S Co T

Through 2005, employees were covered pnmarlly by noncontributory-plans, funded by Company -
contributions to trust funds, which are held for the sole benefit of employees. No contributions.were made
to the trust fund in 2005 or 2006, and we do not expect to make any cash contribution during 2007. At - -

December 31, 2006 expected bénefit payments to retirees and/or beneficiaries are asfollows... ™" ', 3
Year ' v .r ooanahl * _Amount '
2007 .. 5 FIN L S 2412 3
s 2008 .o Joavas p e e 23,576, .. .
D009 e O 24740
2010 .o TP P, temeemene | 25938
e 200 T nees 27204 .
) 2012—2016 ......... S [T ey e, 15723677

“As of December 31, 2005 we amended the defined benefit plans, freczing and ceasing future bénefit
accruals as of that date. Certain transition benefits are being provided to participants who had ;attamcd age
50 and had completed 10 years of service as- ‘of December 31, 2005. We currently provide future retirement
benefits to our employees through a dcfmed contnbutaon plan :

The investment objective of the trust funds is to ensure over the long-term hfe of the trusts, an
adequate asset balance to support the bénefit ‘obligations to participants, retirées and beneficidries. In
meeting this objective, we seek to achieve investment returns at or above selected benchmarks consistent
with a prudent level of d1versnf1cat10n ‘We retain registered investment advisors to manage specific asset
classes. Investment advisors are selected from established and financially sound orgamzat:ons with proven
records in managing funds in the appropriate asset class. Investment advisors are glven strict investment
guidelines and peérformance benchmarks. The assets of the various plans include corporate equmes
government securities, corpordte debt securities and insurance contracts.

Annual cost for defined benefit plans is determined using the projected unit credit actuarial method.
Prior service cost is amortized on a straight-line basis over the average remammg service period of
employees expected to receive'benefits.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Centintued)

(Dollars in thousands except per share data)

It is our practice to_fundipension costs to the extent such costs are tax deductible and in accordance
with ERISA: Theassets of the various plans include corporate equities, government securities, corporate
debt securities and insurance contracts. Fhe table below summarizes the funded status of our sponsored
defined benefit plans. '

" December 31, 2006 December 31, 2005

et e Qualificd  Non-Qualified Qualified  Non-Qualified
Plan Plan ‘Plan Plan
Change in projected benefit, 0bl1gat10n '
Beginning of year.............. e $403,780 % 26,695 $391,041 $ 27,273
Service Cost .. ... it a U . 4,893 388 12,302 . 667
Interest cost. . ... SOOI S . 23,051 1,548 23,500 . 1,557
Actuarial (gam) loss.r ........ . o (9,171) 523 20,087 ©(729)
Benefits paid.:..... SN (20,351) (1,372) (20,518) (1,352)
Curtailments......... e _ — — {22,632) (721)
Endofyear............coviiinn. $402,202- § 27,782 - $403,780  $ 26,695
Change in fair value of plan-assets: = <y,. . -« " - L P i
Beginning of year.: ... ... ... SO SN . $348480 - § —  $348450 —
Actual réturn on plan assetss... .o oo ol ... 40,500, - — 20,548 —
Employer contributions - .. ... ... ... .. Giie.. oo o—ooon 137200 — 1,352
Benefitspaid.................... (20,351) {1,372) (20,518) (1,352)
Endofyear................. e - 3368629 % —  $348480 . —
Funded status SR S R S S oo $(33,573)  $(27,782)  $(55,300)  $(26,695)
Falrvaluead]ustment..:..........;...:: ...... o — — (9818) —
' Recogmtloq of minimum liability ;. 10,0000 oo — — (73,982) ' '
Unrecognized net actuarial loss................. : -~ — 89,795 " 3221
Unrecognized priorservice cost'. ....... T : - - = © 15 510
+ - Accrued pension cost .....i. .ol . $(33,573)  $(27,782). $(49,230)  $(22,964)
Accumulated beneflt 0bl1gat10n. A Tl ’$3'9_5,361 | $27035 $396948  $ 26,080

i o o L

The falr value adjustmem relates to our 1992 reorgamzanon
. o
The asset allocatlons for our defined beneﬁt plans are as follows:

P 5 P v - : . . . e
St i o P [ : o T

: Percentage of Plan Assets
L R bt U December 31, December 31,
. T T S e T ) _ Target 2006 2005 .
1 Equity,securities. ... ... eeen o, 35% 0 . 56% 59%
. Debt securities . ............. P v 45% 0 4% 41%,
gm0 . ,ow 100% . 100%- 100%. .
iy 4 ' '
o 5 i ~'|‘:r § ’
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(Pollars in thousands except per share data)

!
I
!

Net periodic pension expenic;e for 2006, 2005, and 2004 included the following com.ponents: Loy,

!

¥ Year Ended December 31, .

. ! 2006 2005 2004
" Service cost-benefits earned during the period .... $ 5281 §$ 12,969 § 12,411
Interest cost on the projécted benefit obligation. .. 24,600 25,057 , 24,429
Expected return on plan assets . . . ... e (25,499) (26, 007) (27,004)
Net amortization and deferral.................. g 7,027 6,503 3,706
Curtailment charge .. ; ...... PO .' e — 1,345 —
. Net periodic pension expense ., ..... Ceanegeenaan $ 11,409 $ 19,867 $ 13,542 |

'1-" - . . . H
W0 - ' - ! ! ot o P

Actuarial assumptions used to determine costs and benefit obligations are as follows: - . .

,‘ . .. 2006 2005 2004 ., 4

Assumptions used to determing net pension expense: ' ) :

Expected long-term rate of return on plan assets ......" *7.50% 7.50% 7.50% ¢ -

Average discount rate .............................. . 5.75% 6.00% 625%

Long-term rate of compensatlon iNCFEase. ... .o.uvnn.. 3.50% 3.50% 3.50%
Assumptlons used to determlne benefit obilgatlon asof o a '

.December 31:, R ) NTIEN

Average discount rates ......... . i, 600% 575% ©6.00%

‘Long-term rate of compcnsation increase............. ' 350% 3.50% 3.50%

T . o, '
The expected long-term rate of return assumption was developed through analysis of historical market
returns by asset class, current market‘conditions-and the trust funds past experience.

The adoptlon of SFAS No 158 resulted in thé followmg adjustments to individual line iteths ori our
statement of flnanc:lal position as of December 31, 2006: o

.; Before | ' . After
’ { ' : Application of . Application of
SFAS No.:158 °  Adjustments  SFAS No. 158

Other long-term liabilities (accrued pension

EXPENSe) . ..o e 105,414 . 8,081 i 113,495
Deferred income taxes.......... e 47,668 - '(3,031) '+ 7 444,637
Accumulated other cc?mprehensive income (28,138) (5,050) "(33,188) -

! 1

Defined Contribution Plan

We Sponsor a defined contrlbunon plan which covers all domestic employees. Employees are el:gnblc
to participate aftér six months of service. Participating employees may'contribute a percentage of the1r
compensation to the plan, subject to limitations imposed.by the Internal Revenue Service. We matcha = '
portion of the employee’s contribution and employees vest immediately in the company match. Effectively
January 1, 2006 the company matchmg formula was increased when the defined benefit plan was frozen as
previously dlscussed TR i : : : T
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Dollars in thou'san'ds except per share data)

11. Other long-termvliabilities .. «..© - '

Other long-term 'l“i'flbili‘tie‘swcqnsist of the following:

;
' B

Pension liability ... .. .. i, PRI RCIR
Other...... e EO O T

1"

, - December 31, December 31,

! 2006 2008 ¢
..... “FO61,935 0 72,678

S 7515600 - 43,634

AU U113,495 T 116,312

A

¥ N r apel . . . 1 - . . o - [} Y
Other long-term liabilities includes the non-current portion of accrued workers compensation,

- accrued rent associated with leases with escalating payments, liabilities for unrecognized tax benefits,

deferred compensation and long-term ificentive plans and various other non-current liabilities.

i2. Other Comprehensive Income (Expense)

Other comprehensive income (expense) consists of the following: ., -

4+ 'I

Change in falr value of financial 1nstruments

accounted for as hedges......... S U
Pension liability ...
Fo'reign'currency translation ........... e

Income tax expense (beneflt) e : .
' s | $I3244 $(10306) 'S T30

B

. The components of accumulated other comprehensive income (expense),'each presented net of tax,

are as follows:

Market value of f1nanc1al mstruments ficcounted for as
hedges .................................. TR

Foreign currency translation-. e
Adjustment to initially apply SFASNo. 158.........

13 Leases

L “ ~

under operating leases was as follows;, |,

t S
. L . I-\.!_‘l ‘.'

e L "l‘.ll_.t . i s

- RENUEXPENSE ..\t iiii i e iinnrieninnins
‘Sublease income ... ..
Netrentexpense .......covvineiniriininranennnan

38

Year Ended December 31,
* 2006 - 2005 2008°

$(8714) $ 2,547° 810,225

27,787 (19,348 * (9,490)

L171 555 - (354)
720,244 (16246) " 381
7,000 (5.940) 11

[ _.'.'ll,‘

December 31, December 31,
1 2006 2005

e 8 — 8, 5663,
oo (28872)  (46,608) .
T L (437
ceee (5050 . —

$(33,188)  $(41,382)

W

Year Efded December 31,

= 2006 0~ 2005 . 2004

$57396 $ 51,660 $34,716 .

(16912) (11,882) _ (4,106)

$ 40,484 § 39,778 $30,610

[

Certam of our real propertles and equipment are operated under lease agreements Rental expense :

A




NOTES: TO C(I)NSOLIDATED FINANCIAL STATEMENTS (Continued)
(Dollqrs in thousands except per share data)

i

- e

" Annual minimum payments under operating leases are as follows: v

.o “yl b e oMinimum L - . - Net Minimum *
Lease Sublease Lease
_ Year , . I . Payments Income Payments
12007 .00 Rt S $ 56,634 $.16,675 $ 39959
2008............es U 53,271 . - 17,052 ... 36,219
2009 .. 7.y heeeeeennns e 48,733 16,917 31,816 - .
G 20000 s T e 44131 17419 26,712
S0 e 40946 17,748 23,198 .
thereafter ......... e 112,998 = 56,993 56,005

! _ $356,713 -'$142,804 .$213"909. )

. !
A , . L

We have provided guarantees related t6 store leases for certain independent dealers opening
Company-brand stores (e.g., Thomasville Home Furnishings Stores). The guarantees range from rolling
5-year guarantees (approximately 80%) to full-term guarantees (usually 10 years) and generally require us
to make lease payments in the event of default by the dealer. In the event’of défault; we have the right to
assign or asstime the lease. The total future lease payments guaranteed at Decembér 31, 2006 were
$86,083. We consider'the estimated loss on these guarantees to be insignificant; therefore, as of
December 31, 2006 we have not recorded any contingent liability for lease guarantees. .

14. Contmgent Llablhtles 1I S e

We are or may become a'defendant in a numiber of pending or threatened legal proceedings in the
ordinary course of business. In our opinion, our ultimate liability, if any, from all such proceedings is not
reasonably likely to have a ‘matérial adverse effect upon the consolidated financial position or results of
operations of Furniture Brands or those of our subsrdlarres

We offer limited warrantles on certain products. In addition, we,accept returns of defective product.
Our accounting pollcy is to accrue an estimated hablllty for these returns at the time revenue is recognized.
This estimate is based upon hlstorlcal returns and adjusted for any warranty or return issues at period end.
The warranty reserve is mcluded partlally asa valuatlon allowance against accounts receivable:and partially
as an accrued expense. The followmg ‘table simmarizes reserve for returns activity:

W A Wl e e 2062005 2004
. Begmmng balance.., ..... e e e B 9,351 576517 8 7,736
Additions charged to costs and expenses. . .- ...... .. 28,474 25 130 24,678
Deductions from reserves ..................... e 27491 23430 24,763
Ending balance. ... .m0 orn om0 $10,334 -8 9,351 §47,651
15. Other Tiicomé, Net R B e R RIS IPRT R
Other irlcome, net consists of the following:
‘ L ' o 2006 %2005 2004 -
Interestincome ..ottt $ 2,594, $2,562 §1,135
Gain on mlerest rate swaps (Note 6) ... ... . . 8916 = —
- iOther net ............ el TN AR 1739:3,359 7 1,961 1,163 v
E | it o o814 869 $4,523 $2208 ool




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Dollars in thousands except.per share data)

16. Quarterly Financial Information (Unaudited) - ... .*. e AL SR E

Following is a summary of unaudited quarterly information:

Fourth Third Second " First

" TR ’ : - Quarter Quarter Quarter - Quarter
Year ended December 31 2006 o : :
Netsales .........1........00 AN - $586,538 $568,917 $601,275 - $661,445
Gross profit......... ... 1. Sl 117,174 - 122,767 136,155 153,939
Net earnings ..... ...... '?_.|2 e < § 2,058--$ 5797 -8 16978 § 30,222
Eammgs per common share : ' } I
BasiC...........co it e $ 004 $ 012 $ 035 § 061
Diluted ... iienseess - 80 004 50 0 12 8,035 $ 060
Dmdends declared percommon share......- $§ '016-8%- 016 $ 016-'$ * 016" -
P o AT § NN T . ] FETLN -. t . v ! !
Commonstock prlce range e e co o
High. . R TP e T wee.. $ 2096 .5 2221 %3 2500 $ 2534
Low ... ........ ... 8 1590 % 1810 § 1879 § 2120
Year ended December 31, 2005: ' ro : ST e T o
Netsales ...............cooiint R $593,529 $557,927 $593,753 §$641,565
Gross profit.......... e e, 136,940 119,778 133,296- - 149,937 .
Netearnings................ e 517, 142 $ 9919 $.9591, § 24,784
'+ Earriings per common share: ~ . ° ¢« 't n L e Lo o
o BasiC. . e T a8 03448 019 08 018 8- 047
Diluted..............................,’ “'$ 034 °$V 019 § 018 § 046 7
' Dividends declared per common sharé'........ Pe$- 015080015 8 015§ 045
E T e T e e T S
B ,Commonstockpnce range ‘ P P ' L
R T U S 3778 2244 8 2301 S, 2540
Low .\ eveenn . o engeg e § 160778 (1705 78 1881 § 2162

Eammgs per common share were computed independently for each of the quarters presented The
sum of the guartérs may not equal the total'year amount due to the |mpact of computmg average quarterly
shares outstandmg for each period.” S

The closrng market price of the Common Stock on December 31, 2006 was $16 23 per share

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure L

None , _ e .

S

Item 9A. Controls and Procedures
Disclosure controls and procedures , R
rh . o
Our chief executive officer and chief financial officer have conducted an evaluatlon of the Company’s
disclosure controls and procedures and have concluded that disclosure controls and procedures were

effective based on their evaluation of these controls and procedures as of December 31, 2006.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Dollars in thousands except per sharedata) .. ... w0 .o ..

. .v |||"lj :1'|_|a‘ i, 'A';'_’.‘l.'.‘“-., [ o e . . .. Do .
TR, ’ , , L
Internal Control over Fmanclal Reportmg o Yoo _ t SRR
1IN JioSY T e T ll_.; _('u: L 3
(a) Management’s Report on Internal Control over Fmancnal Reportmg
T ot poar

e Our management report on internal control over financial reportnng as of December 31 2006 is
B set forth on page 50 and is mcorporated herem by reference.

¢ T

(b) Attestatlon Report of the’ Independent Reglstered Public Accountmg Flrm A R AR

**Management’s report on internal control over financial reporting as of December 31, 2006 has
been audited by KPMG LLP; the’ mdependent registered public‘accounting firm that also audited
our consolidated financial statements. KPMG LLP’s attestauon report on our internal control

' i over financial reportmg is set forth on page 51. H
(c) Changcs in mternal control over reporting. ,,,. . .. - J

** There was no change in our internal control ovef financial reporting during the fourth fiscal
quarter ended December 31, 2006 that has materially affected, or is reasonably likelyto, - .4
matenally affect, our mtemal control ;over financial reportmg '

Item 9B. Other Information
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Item 10.

The sections entitled “Nominees” and “Section 16(a) Beneficial Ownership Reporting Compliance”

“~PARTHE » & © o 2d 0 0 0

Directors, Executive Officers and Cdrporate Governance '/

of our Definitive Proxy Statement for the Annual Meeting of Stockholders on May 3; 2007 are
incorporated herein by reference.

e r - A L . r . A .
et . ) . [RPUR B

Executive Officers of the Reglstr_ant

L P TR A PN

IR A R U TR SICEIPA ;'r;_,r ACIPRTREE!

e ity

-
14

[ ]
i

*Member of the Executive Committee

There are no family relationships between any of the executive officers of the Registrant.

42

| N .~ Appolnted
EE B P ''Currént’ ' % or
Name _Age Posmon Positions Elected
*Wilbert G. Holliman . ' 69 "President of the Subsndlary—‘Actxon DR oo ey
i el TS I[Industrlc:s Inc. .., - ~ . .. 1989
-+ 1+ . Chief Executive Ofﬁcer of the Subsncharyw o DR R
t PR 1 A.C_tlon _Indnstrles, IﬂC T N NI VLI 1Y WKL I 1994 '
Director [ ALY IPLE T TR U " ' ) .r-X', { ,,1996
President ' o 1996
* Chief Executive Officer = - '+ " T v "X 1996
R A BRI Cha:rman of the Board- . » - , .. 0 i - X oo, 1998
JohnT.Foy....... . -59° 'President and Chief Executive Officer of the P
Operating Company—Lane Furnitiite =+ < . ‘
Industries, Inc. . CLoa e gl 1996
Director X 2004
~ President X 2004 -
. Chief Operating Officer - X 2004
Nancy W. Webster.... 53 President and Chief Executive Officer of the
: ' Operating Company—Thomasville Furniture .
_ Industries, Inc, X 2005
C. Jeffrey Young .. ... 56  President and Chief Executive Officer of the
Operating Company—Drexel Heritage 2002
_ HDM Furniture Industries, Inc X 2005
Lynn Chipperfield .... 55 General Counsel 1993
: Vice-President 1996
Secretary 1996
Chief Administrative Officer 2000
Senior Vice President X 2000
General Counsel’ X 2006 -
Denise L. Ramos .. ... 50 Senior Vice President X 2005
Treasurer _ 2005
Chief Financial Officer X 2005
- Mary E. Sweetman,... 42  Vice President, Human Resources 2006
Senior Vice President, Human Resources - X 2007
Steven W. Alstadt. . . .. 52" Controller ' X 1994
Chief Accounting Officer X 1994




The executive.officers.are elected at the organizational meeting of the Board of Directors which
follows the annual imeetlng of stockholders and serve for one year or until their successors are elected and
qualrfled i ’,‘ TRy e Coviht o Coon

Each of the executive offlcers has held the same posrtlon or other. positions with the same employer
during the past five years, except Denise L. Ramos, who became Senior Vice President, Treasurer and
Chief Financial Officer of the Company in 2005 and prior thereto.was Chief Financial Officer of the KFC
lelSlOl’l of YUM! Brands, Inc. and Senior Vice Presuient and Treasurer of YUM! Brands, Inc.; C. Jeffrey
Young who became President and Chief Executlve Ofﬁcer of Drexel Hentage in 2002 and pnor thereto '
was a participant in a joint venture now known as Fine Furnitiire ‘Design and Marketing; Mary E.
Sweetman, who became Vice President, Human Resources in 2006 and prior thereto was Vice President,
Human Resources, North Amenca Vice President, 'Human Resources, North America & Latin America;
and Vice President, Internauonal for Monsanto Company; and Nancy W. Webster, who became President
and Chief Executive Officer of Thomasvnlle in 2005 and prior thereto was Vice President,of Hardlines.
Product Design and Development for Target Corporation and Senior Vice Président Creatlve '

Development for Sprmgs Industries, Inc. '

" Code of Corporate Conduct
b

S FERC 1 . ' Iz

We have adopted a code of busmess conduct for dlrectors folCEl'S (mcludmg the Company 5 s principal
executive officer, principal fmancral officer and controller) and employees, known as the Code’ of
Corporate Conduict. Any person may requést a free copy of thé Code of Corporate Conduct from:

S R Furmture Brands International, Inc. . .
w101, Hanley Road ™ P02« oo Tt
_ Y . ,

st Lours,imo 63105 + M

Attn: Corporate Secretary
314-863- 1100 L VR C

1,
+

The Code of Corporate Conduct is available on our website: furmturcbrands com (Investor .
Information, Corporate Governance) We intend to satlsfy ‘the disclosure requlrement ‘under Item 5.05 of
Form 8-K by posting any amendment or waiver; to our Code of Corporate Conduct, within four- business
days, on our website for at least a 12 month perlod Our website does not constitute part-of thls Annual

- Report on Form 10 K. : C

L :
Audit Committee/and Audit. Commlttee Financial Expert - .. .1 - He o a e

¢ 'The sections éntitled “Board of Directors arid Committees” and “Audlt Commtttee Disclosure” of our
Proxy Statement for the Annual Meeting of Stockholders on May 3, 2007 are incorporated herein by
reference. *, « * . ‘l T T PR "
LR TN Wt e, 3 'l.'.'n: R
Item 11. Executtve Compensatmn L ho PRCARIT |
The sections entlt]ed “Execunve Compensation” and “Compensation of Board of Directors” of our
Definitive Proxy Statement for the Annual Meeting of Stockholders-on May 3, 2007 are lncorporated

heremby reference ao »l R P .
Y A r‘a". R TRt R ) : '
Item 12, Security Ownership of Certain Beneficlal ‘Owners and Management and Related Stockholders
Matters :

The section entitted “Security Ownership” of our Definitive Proxy Statement for the Annual Meeting
of Stockholders on May 3, 2007 is incorporated herein by reference.
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Item 13 Certain Relationships and Related Trausactrons, and Director Independence

1

The sectlons entitled “Board of Ditectors and Commrittees” and “Certaln Relationships and Related )
Transactions” of our Definitive Proxy Statement for the Annual Meetmg of Stockholders on May 3, 2007

are 1ncorporated herem by reference. o I R
! R et et ' . . : : .-
Item 14 Prmclpal Accountant Fees and Semces o - oL L S T T
The section “Audit Commrttee Disclosure” of our Defmrtwe PrOxy Statement for the Annual Meetmg
of Stockholders on May 3, 2007 is 1ncorporated hereln by reference o .
PART IV o

L ' . ‘o " P

Item 15, Exhlblts and Fmancral Statement Schedules S K
(a) Llst of documents flled as part of thlS report '
1. Finaricial Statements: ’ o L

Consohdated balance sheets, December 31, 2006 and 2005

. , .
+ PR U

, ~Consohdated statements of operatlons for each of the years m the three year perrod ended
'December 31,2006 . _ ‘ VR
vis

Consohdated statements' of cash flows for each of the years 1n the three-year penod ended
December 31, 2006

Consohdated statements of sharcholders’ equity and comprehenslve mcome (expense) for each
of the years in the three-year period ended December 31, 2006

Notes to consolidated financial statements
Report of Independent Registered Pubhc Accountmg Frrm . Je

2. F1nanc1al Statement Schedules

o~

s Valuatlon and quahfymg accounts (Schedule II)

TR WY, v ,{:-. N

All other schedules are omltted as the requiréd mformatnon is presented in the consolidated
flnancral statements or related notes or-are not apphcable b Teo e

3. . .Exhibits:

The following exhibits are filed herewith or are incorporated by reference to exhibits previously

. . . filed with the SEC. We shall furnish copies of exhibits for a reasonable fee (covering the expense
of furmshmg copies) upon request.. - N . T

[ - b i ' - ' ? . ,4-

3(a) Restated Certificate of Incorporatlon of the Company, as amended. (Incorporated E
by reference to Exhibit 3(a) to Furniture Brands International, Inc.’s Quarterly
Report on Form 10- Q for the quarter ended March 31,2002) - x e

o3y ¢ By-l:,aWs of the Company revised.and amendéd to May 6, 1998. (Ificorporated by
reference to Exhibit 3(a) to Furniture Brands International, Inc.’s Quarterly
Report on Form 10 Q for the quarter ended March 31 1998)

P L]

.
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3(cy

3(d)

i

t

+ Rights Agreement;dated as of July 30, 1998,.between the Company and Bank of

New.York, as Rights-Agent. (Incorporated by reference to Exhibit 4 (b) to

- Furniture Brands International, Inc s-Report on Form 10- Q for the quarter ended

June 30, 1998) , S Ly

Certificate of Designations, Pr’eferenc’:e‘s and Rights of Series A Junior
Participating Preferred Stock’of the' Company. (Incorporated by reference to
Exhibit 4(c) to Furniture Brands International, Inc.’s Report on Form 10-Q for the
quarter ended June 30, 1998) :

Credit Agreement dated Aprll 21, 2006 among the. Company, Broyhlll Furnlture
Industries, Inc., HDM Furniture Industnes Inc.; and Thomasville Furniture
Industries, Inc. as Borrowers, Various Lenders, The Bank of Tokyo-Mitsubishi,
UFJ, LTD PNC Bank, Natlonal Assocaat:on Wachovra Bank, National

Lt Togar, R

. 'Assocratlon and Weils Fargo Bank NA as Co- Syndlcatlon Agents, JP Morgan

Chase Bank, N. A. as Administrative Agent anid LP.! Morgan Securities, Inc., as
Sole Bookrunner and Sole Lead Arranger. (Incorporated by reference to

Exhibit 10 to Furniture Brands International, Inc.’s Current Report on Form 8-K,
dated Apl’il 26, 2006) ST ;

Note Purchase Agreement datéd May 17, 2006 for $150, OOO 000 6.83% Senior
Notes due May 17, 2018 among Furniture Brands International, Inc., Broyhill

. .Furmture Industries, Inc.; HDM Furniture Industries, Inc./ Lane Furniture

Industrres, Inc:, and Thomasville Furniture Industries, Inc.; and various
institutional investors, and J.P. Morgan Securities Inc., Mitsubishi Securities
(USA), Inc., Wachovia Capital Markets, LLC and Wells Fargo Capital Markets as
agents. (Incorporated by reference to Exhibit 10 to Furniture Brands
lntemattonal Inc.’s Current Report on Form 8-K, May 23 2006)

Fumlture Brands International, Inc: 1992 Stock Option Plan as amended.
(Incorparated by reference to Exhibit 10 (a) to Furniture Brands
Internatlonal Inc 'S Form 10-Q for the quarter ended March 3t, 2000) *

Furniture Brands International; Inc. 1999 Long-Term Incentive Plan, as amended.
(Incorporated by reference to Exhibit 4(f) to Furniture Brands International, Inc.” s

. Reglstratlon Statement on Form S- 8 File No. 333- 100]33) *

'Furnlture Brands' Internal Inc. 2005 Long -Term: Performance Bonus Plan
.(Incorporated by reference to Exhibit'10(a) to Furniture Brands

lnternatlonal Inc.’s Current Report on Form 8-K, dated May 3, 2005. )
. Form of Stock Optlon Grant:Letter (Incorporated by reference to Exhibit 10(b) to

.. ‘Furniture Brands lnternatlonal Inc.’s'Current Report on Form 8-K, dated

..February 2, 2005).* : . Y

Form of Restricted Stock Grant Letter (Incorporated by reference to
Exhibit 10(c) to Furniture Brands International,In¢’s. Current Report on

- Form 8-1( dated Februaryll 2005)* » o gt

Form of Indemmf]catlon Agreement between the Company and the Company’s
directors. {Incorporated by reference to Exhibit 10(c) to Furniture Brands
International Inc.’s Annual Report on Form 10-K for the year ended December 31,

£ 2001) *,
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10(g)

10(h)

10(i)

oGy

10(k)

16(1)4

10(m)

10(n)

10(0)

10(p) -

-

.. 10(q)

- Furniture Brands Internationai, Inc. Amended and Restated Restricted Stock Plan
‘for Qutside’Directors, dated as of January 27, 2005. (Incorporated by reference to

Exhibit 10(b) to Furniture Brands International, Inc.’s current Report on
Form 8-K, dated May 3, 2005) * :

Retirement Plan for Directors. (Incorporated by reference to Exhibit 10 (g) to
Furniture Brands International, Inc.’s Annual Report on Form 10-K for the year
ended December 31,1994} *- -1 .

First Amendment to Retirement Plan for Diréctors. (Incorporated by reference to

. Exhibit 10 (e)to Furniture Brands International, Inc.’s Annual Report on
“Form IO-K for the year ended December 31, 1994} * |

Furmture Brands lnternatlonal Inc Executive Incentive Plan, as amended on
October 25 2001 (Incorporated by reference to Exhibit 10(g) to Furniture Brands
Internatrona] Inc.’s Annual Report on Form 10-K for the year ended December 31,
2001y * '

Thomasville Furniture Industries, Inc. Executive Incentive Plan, as amended on
January 24, 2002, (Incorporated by reference to Exhibit 10(i) to Furniture Brands

- International Inc.’s Annual Report on Form 10 K for the year ended December 31,

2001) *

. Drexel Heritage Furniture Industries, Inc. Executive Incentive Plan, dated

Jannary 24, 2002. (Incorporated by reference to Exhibit 10(k} to Furniture Brands

- International Inc.’s Annual Report on Form 10-K for the year ended December 31,
~2001) *

Form of Executive Incentive Plan Grant Letter to Company Executives

(Incorporated by reference to Exhibit 10(a} to Furnituré Brands
. International, Inc.’s Current Report on Form 8-K, dated February 2, 2005) *

' Form of Executive Incentlve Plan Grant Letter to Operatmg Company Executwes
(Incorporated by reference to Exhibit 10(q) to Furniture Brands

«International, Inc.’s* Annual Report on Form 10-K for the year ended
.December 31, 2004) * .-

Employment Agreement, deited as of J'arinary 1, 2000, between the Company and

-Wilbert G. Holliman. (Incorporated.by reference to Exhibit 10 (j) to-Furniture
‘Brands International, Inic.’s Annual Report on'Form 10-K for the year ended

~ December 31, 1998) *

Employment Agreement, dated as of February 10, 2004, between the Company
and John T. Foy. (Incorporated by reference to Exhibit 10 (o), to Furniture Brands
International, Inc.’s Annual Report on Form 10-K for the yéar ended

December 31, 2003) *

Employment Agreement dated as of February 7, 2005, between the Company and
Denise L. Ramos (Incorporated by reference to Exhibit 10(a) to Furniture Brands
International, Inc.’s Current Report On Form 8-K, dated February 11, 2005) *

A R - .
€ ) '
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100"

lt)(s)

) lo(t)‘ ot

Tt Holllman John-T. 'Foy;and Lynn Chlpperf iéld’ (Incorporated by reference to™"
‘Exhibit 10 (r) to Furniture Brands International, Inc.’s Annual Repoft on' '

' Form_llO-K for the year ended December 31, 1998) s . v 5 2 v e

. 10(u) -

10()

id(w)

10(x)

-10(y)

14
21
23
31

.32‘

Employment Agreement ‘datédrad of‘August 1, 1996 between the Company and

.Lynn:Chipperfield. (Incorporated by. reference_to Exhibit 10 (c) to Furniture

Brands International, Inc.’s Annual Report on'Form 10-K for the year ended
December 31, 1996) *

Employment Agreement, dated as of September 6, 2005 between Thomasvrlle
Furniture Industrles Inc and Nancy W Webster

1 ' - S e v

Form of Agreement Not To Compete between the éompany and Wllbert G

Furmture: Brands Supplemental Executive Retirement Plan ‘dited asiof January 1,
2002, (Incorporated by reference to Exhibit 10(v} to, Furmture Brands ..
Internatlonal Inc’s Annual Report on Form 10- K for the year ended

‘December 31, 2002) *

Form of Deferred Exccutive Compensatlon Agreement (Incorporated by

e

- reference to Exhibit 10(a) to Furniture Brands Interitational, Inc’s Cufrent Report

on Form 8 K, dated December.9,2004) %, .., ..

Form of Cash Option Deferred Executive, Compensanon Agreement N

N
‘l'l.‘l»:'i_

.(Incorporated by reference to Exhibit 10 (b) to Furniture Brands

International, Inc.’s Current Report on Form 8K, dated December 9 20{)4) *

AN R
Fumlture Brands International, Inc. Deferred Compensatlon P]an effectlve
January 1, 2006 (Incorporated by reference to Furniture Brands °

International, Inc.’s Registration Statement on Form S-8, File No. 333-130322)

* Form of Long-Term Performance Cash Bonus Letter (Incorporated by reference -

to Exhibit 10(c) to Furniture Brands International, Inc.’s Current Report on
Form 8-K, dated February.2, 2005) *

Code of Corporate Conduct
List of Subsndlarles of the Company
Consent of Independent Reglstered Public Aoeountmg Firm

Certlﬁcatlons of W.G. Holliman, Chief Executive Officer of the Company, and
Denise L. Ramos, Chief Financial Officer of the Company, Pursuant to

Rule 13a-14(a)/15d-14(a}, as Adopted Pursuant to Section 302 of the Sarbanes-
Oxley Act of 2002.

Certifications of W.G. Holliman, Chief Executive Officer of the Company, and
Denise L. Ramos, Chief Financial Officer of the Company, Pursuant to 18 U.S.C.

" Section 1:350, as Adopted Pursuant to Section 906.of the Sarbénes-OxIey Act of

2002.

*Indicates management contract or compensatory plan, contract or arrangement

. .
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Schedule 1T o

;T

wyl v w4 Valuation and Quahl‘ymg Accounts Lo et
O LTI IR AP TY SVLAR R : g
gt -‘* . 1% ‘ \ . o Additions - o - ' L.
i Balance at Charged to Deductions Balance at
LTI e ICE A S Y e " Beginning . - Costs and . From . Endof .
Description , . _— o e v of Period. Expenses. . . Reserves - . .Period .
v P , (Dollars in Thousands) .
Year Ended- December 31, 2006 B - ‘ T R
Allowances deducted from recelvables on e WL - K
'balance sheet: ™~ ' T e b ‘ '
Allowance for doubtful accounts. ........... $16,053 - $13,410 - $ (7,868)(a)  $21,595
Allowance for cash discounts/ - o T G L e .
chargebacks/other R S -, 1,315 30,052 - . (29,93N(b) - 7,430
; ' $23,368 .. .$43,462. $(37,805) $29,025
Year Ended December 31, 2005,
Allowances deducted from receivables on T A
balance sheet:
Allowance for doubtful accounts. ........... $15,390 9,047 (8, 384)(3) - 16,053
Allowance for cash discounts/ T
chargebacksfother ..................... P 5529 26,108 (24, 322)(b) 7,315°
- _ $20,919 $35,155 $(32,706) $23,368
Year Ended December 31, 2004 _
Allowances deducted from receivables on
balance sheet:
Allowance for doubtful accounts. .. ......... $13,287  $16,425 . $(14,322)(a) $15,390
Allowance for cash discounts/ )
chargebacks/other ..... L 6,091 25,266 (25,828)(b) 5,529
’ ' $19,378,  $41,691 $(40,150) $20,919

' FURNITURE BRANDS INTERNATIONAL, INC. AND SUBSIDIARIES

(a) Uncollectible accounts written off, net of recoveries.

(b) Cash discounts taken by customers and claims allowed to customers.

See accompanyirig Report of Independent Registered Public Accounting Firm.
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Management’s Report on Internal Control Over Financial Reporting - : ' T

Management of Furnituré Brands Inteérnational, Inc. is respon51ble for estabhshmg and maintaining
adequate internal control over financial reporting; as such:term is'defined in the Securities Exchange Act
of 1934 Rule 13a-15(f). Under the supervision and with the participation of our management, including
our principal executive officer and prmmpal financial officer, we conducted an evaluation of the
effectiveness of the Company s internal control over financial reporting as of December 31, 2006 as
reqmred by the Securities Exchange Act of 1934 Rule 13a-15(c). In making this assessment, we used th¢
criteria set forth in the framework in Internal Control-Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Based on our evaluatlon under the framework in
Intemal Control-Integrated Framework our management concluded that our mtemal control over financial

_ reporting was effectlve as of December 31, 2006. ) — Y

Qur management s assessment of the effectiveness of our internal control over financial reporting as
of December 31, 2006 has been audlted by KPMG LLP, an independent registered public accounting firm,
as stated in their report which is‘sét-forth on- page 51.

=y , : N

Furniture Brands International, Inc. : o R v L

St. Louis, Missouri de L i P
March 1,2007 ;.0 "3 - FUEIAA ‘ !

IR
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Report of Independent Registered Public Accounting Firm

The Board of Directors and Shareholders _ . Coen ' e
Furniture Brands lnternatlonal,.lnc - o

We have audited management's assessment, included in the accompanying Management 5 Repo\rt on
Internal Control over Financial Reportmg, that. Furmture Brands Internatlonal Inc. malntalned effectlve
internal control over financial reportmg as of December 31, 2006, based on the cnterla established in "
Intemal Control—Integrated Framework 1ssued by.the Commlttee of Sponsormg Orgamzanons of the ,
Treadway Commission (COSO) The Company s management is respon51ble for mamtalnmg effectwe
internal coritrol over financial reportmg and for its assessment of the effectiveness of mtemal control over ,
financial reportmg ‘Our respons1b111ty is to express an'opinion on management s assessment and an
opinion on the effectiveness of the Company’s internal control over ﬁnancral reportmg based on our aud:t

We conducted our audit inaccordance with the standards of the Public Company Accountlng
Oversight Board' (Umted States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reportmg was maintained in
. all material respects.’Our audit included obtaining an understanding of internal control over financial -
reporting, evaluating management’s assessment, testing and evaluating the design and operating ~"*-
effectiveness of iriternal control, and performing stich other procedures as we consrdered necessary in the -
circumstances. We believe that'our audit provides a reasonable basis-for'our opinion. ~ R

A company’s internal control over financial reporting is a process designed to prov1de reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
* external purposes in accordance with generally accepted accolnting principles. A company’s internal
control over financial reporting includes those policies and.procedures that (1) pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the -
assets of the company; (2) provide reasonable assurance that.transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles,
and that receipts and expenditlllres of the company are being made only in accordance with authorizations
of management and directors cljf the company; and (3) provide reasonable assurance regardmg prevention
or timely detection of unauthorized acqmsmon use, or disposition of the company’s assets that could have‘

a material effect on the fmancral statements. .

Because of its inherent limitations, internal control over fmanmal reportlng may not prevent or detectv
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk
that controls may become inadequate because of changes in condltlons or that the degree of compliance
with the pohcnes or procedures may detenorate T ‘ o

In our opinion, management ] assessment that Furnlture Brands Internatlonal Inic. mamtamed
effective internal control over financial reporting as of December 31, 2006, is fairly statéd, in all materlal
respects, based on the criteria’ estabhshed in Internal Control—]megrated Framiework issued by, COSO.
Also, in our opihion, Furmture Brands International, Inc. maintained, in all materlal respects, effectlve
internal control over financial reporting as of Detember 31, 2006, based the on the criteria established in
Intermal Control—Integrated meework issued by COSO. '

We also have audited, in accordance with the standards of the Public Company Accountmg Over51ght
Board (United States), the consolidated balance sheets of Furniture Brands International, Inc_and’ ' * *
subsidiaries as of December 31, 2006 and 2005,.and the related consolidated statements of operations, .
shareholders’ equity and comprehensive income, and cash flows for each of the years in the three-year.
period ended December 31, 2006 and our report dated March 1, 2007 expressed an unquallfied opinion on
those consolidated f1nanc1ai statements.

/s KPMG LLP

St.-bouis, Missouri - :
March 1, 2007 ,
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SIGNATURES

Pursuant to the requirements of Section 13 of 15 (d) of the Securities Exchange Act of 1934, the
_ registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

" authorized. ) !

|
t
[
I

Date: Marchl 2007

i By:

Furniture Brands International, Inc.
(Registrant)

/s WILBERT G. HOLLIMAN
Chairman of the Board and
Chief Executive Officer

Pursuant to the requnrements of the Securities Exchange Act of 1934, this report has been signed
- below by the following persons on behalf of the registrant and.in the capac1t1es indicated on'March 1, 2007.

Slgnature

Title

)’s/ WILBERT G. HOLLIMAN

Chairman of the Boar(i

Wilbert G! Holliman
! /s/ JOUNT.Foy

(Principal Executive Officer)

" Director and President

Jobn.T. Foy
- /s! KATHERINE BUTTON BELL - Director
Katherine Button Bell
/s/ JOHN R. JORDAN, JR., . Director
John R. Jlordan, Jr.
/s/ LEE M..LIBERMAN Director
Lee M. I!.iberman . '
/s{ RICHARD B. LOYND Director
Richarij. Loynd
s/ BOB L., MARTIN Director
Bob Li Martin _
1 r r
. /s/ AUBREY B. PATTERSON Director
Aubrey B. Patterson '
/s MATTHEWE, RUBEL Direc‘tor
. Matthew E. Rubel
' /s/ ALBERT E. SUTER Director

Albert E. Suter

/s/ DENISE L. RAMOS

Senior Vice-President -

Denise:L.' Ramos

1

. /s/ STEVEN W. ALSTADT

(Principal Financial Officer)

Controller

Steven W. Alstadt

|
i
l
. l

i
|
i
1

(Principal Accounting
Officer)
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